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$740,962,000

Total Assets asof 12/31 (in millions)
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FINANCIAL HIGHLIGHTS T Bancorp, Inc. & Subsidiary

{Dallars in Thousands, except per share data)

Years ended December 31 2006 2005 2004 2003 2002
Total assets $740,962 $685,151 $675,857 $629,530 $584,035
Cash and cash equivaients 19,955 15,500 16,187 15,829 15,066
Securities available for sale 226,446 201,463 196,891 172,448 186,718
Loans receivable (net) 467,721 442,225 436,548 416,286 359,872
Depaosits 572,472 520,486 526,217 492,158 468,257
Repurchase agreements 27,417 18,443 15,157 12,611 14,526
Federal funds purchased — 12,468 — 7,900 —
FHLB advances 724190 68,651 70,265 53,308 40,000
Shareholders’ equity 62,581 61,081 59,843 59,606 56,151
SELECTED RESULTS OF, l;)_PEIiLATIQN'S :' _ . . o . e - ]
Interest income $ 40,393 $ 357N 3 33,726 § 33,398 § 33,560
Net interest income 21,879 22,090 21,918 22,083 20,732
Pravision for loan losses 1,500 1,200 &00 600 1,100
Net interest income after provision for loan losses 20,379 20,890 21,318 21,483 19,632
QOther income 7,349 6,635 5116 5,89 5317
Loss on write-down of equity securities — — 2,426 — —
Other expense 17,237 16,187 15,095 14,300 12,831
Net Income 8,456 8,579 6,085 9,646 8,937
Net Income

Basic $ 1.43 $ 1.45 $ 1.02 3 1.62 $

Diluted 1 42 1.44 1.01 1.60 1.50
Cash dividends declared 1.84 1.6 1.40 1.20

e e R .

Return on average assets 1.18% 1.26% 0.92% 1.59% 1.61%
Return on average equity 13.74% 14.08% 10.25% 16.54% 16.95%
Ratio of average equity to average assets 2.61% 8.97% 9.02% 9.59% 9.47%
Dividend payout 69.74% 63.39% 78.01% 43.21% 40.00%




Irwin Bank.

Everyene hes a different ldea of what it means te “live betier.”

To sorme, it’s having the dhance to share some special times with dhelr
families. To others, 1t"s taking & few extra moments to connect with
firends and the lecal community at a cormer coffiee shep. But whatever
it Mmeans to you, the time to live better fsn’t just some fvture goal -
s Fight newl
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Pursuing excellence in all that we do.

Last year, Irwin Bank asked, “Where do you want to be today?” In support of that question,
in 2006 we put our commitment to serving the community’s banking needs into high gear,
adding products, services, and personnel to help keep pace with — and even anticipate —
today’s rapidly-changing financial environment. But our efforts towards better serving our
customers showed us that Irwin Bank needed to do even more if we intended to continue
the Bank's growth and success. We needed to evolve, just as the banking industry was
evolving - to find new ways to deliver the best possible products and services to our
customers. Our solution? To create a strong positioning, backed by a culture of excellence
within the bank, which extends into everything we do, day in and day out. This combination
of factors would enable us to look inward as well as outward, keeping a finger on the
pulse of our business and our community, and allowing us to continuously improve every
aspect of our banking for our customers. So we turned to the experts for help.

CREATING A CULTURE OF CONTINUOUS IMPROVEMENT

Recognizing that we needed expert advice and counsel to set the benchmark for this “new”
position and culture, Irwin Bank engaged a team of “branding” specialists to research our
market, customer base, banking operations, and our needs for the future. After long and
hard work, they provided a number of recommendations, including a new tagline for the
bank (“Time To Live Better”} that definitively “brands” or portrays Irwin Bank as a service-
oriented community bank with our customers’ best financial interests and service
convenience foremost in mind. This new tagline will be featured prominently in our new
advertising and other communications efforts in 2007, and we believe it will help us to
more effectively communicate our strengths to customers and potential customers, enhancing
our business today and in the future. We also intend to take this new positioning line to
heart, using it as a basis for continuously improving our banking operations and our







service to customers in every way possible, and leveraging it to create an ongoing system
for continuous change and improvement.

To accomplish the creation of this plan and to oversee its implementation, Irwin Bank
worked closely with the world-renowned Disney Institute in Orlando, Florida, customer
service experts without peer. The Disney Institute conducted intensive training seminars with
a number of key Irwin Bank personnel, helping us to recognize exactly what customers look
for and to set new standards for developing leadership, providing consistent quality in products
and services, building customer loyalty, enhancing organizational creativity, and internal
teambuilding. These new initiatives are helping us to create a culture within the Bank’s
organization that will reward the pursuit of excellence, ultimately benefiting our customers
through best-of-kind service delivery at every Irwin Bank branch office. Since we have
always been totally committed to community banking values, the Disney Institute also
helped us find new ways to communicate and reinforce these basic values to our customers.
Our people have been empowered with a “make it happen” attitude and we are working
towards creating an ever more positive banking experience for all of our customers.

TIME TO LIVE BETTER... WITH WORLD-CLASS COMMUNITY BANKING

irwin Bank’s goal in 2007 is to change our customers” banking experiences from a chore
that must be done into a satisfying, rewarding interchange of ideas and information in which
customers engage eagerly. We want to be seen as THE local bank with the strongest sense of
community; the bank that’s small enough to know you personally -- while still offering
products and services that are the equa! of anything offered by the “big” banks. We want
our customers to see us doing exceptional things every day, whether it’s taking the time to
call you by your first name when you come to ane of our offices, or supporting community
initiatives like The Irwin Project in developing and improving our local community.

In essence, Irwin Bank wants to help you make the most of your time. It's “Time To Live
Better.” And in 2007, that’s why it's time for Irwin Bank,







To Qur Stockholders:

This past year has certainly been a busy and interesting one for IBT Bancorp, Inc.,
and our subsidiary, Irwin Bank — and | mean that in a very positive way. Of course,
our commitment to community banking values is unchanged and remains the core of
our banking philosophy. Throughout the year, we continued (o keep a close watch on
changes in banking technology, regulations, and customer expectations, adapting our
mix of products and services to stay one step ahead of the market and serve our
customers as efficiently and effectively as possible. This has allowed us to maintain
the level of service that our customers have come to expect.

2006 INITIATIVES

In 2006, we continued efforts to expand our offerings to match the community’s changing
needs, providing “big bank” products and services with a “community bank” attention to
detail. Many of our employees generously contributed their time and money to assist local
organizations such as the American Cancer Society, the Make-A-Wish Foundation of Western
PA, Salvation Army, American Red Cross, Toys for Tots, and the local food banks to raise
funds for their various causes. We also stayed closely connected with The lrwin Project,
helping to lead the way in the development and improvement of our local community.

However, during 2006 Irwin Bank also took a long, hard look at ourselves to determine

if the way we see the Bank — and more importantly, the way custormers see us — accurately
portrays who we are, what we offer, and what makes us unique and a better choice for
banking in our community. Additionally, we wanted to ensure that we are providing the
same banking opportunities at all of our branches, offering our customers a consistently
excellent level of products and personalized services regardless of which office they visit.
We believe this will result in the enhancement of our ability to build long-term relation-
ships -- and increase our opportunities to add new revenue.




In carrying out these initiatives, lrwin Bank turned to some expert sources to help provide
us with “outside-the-box” solutions. We worked closely with a company that specializes
in branding to research our market, customer base, banking operations, perceptions and
needs, and communications. They provided recormmendations for changes, both internally
and for our customers, designed to better portray Irwin Bank's market position. Plus,
they assisted us in developing a new tagline (“Time To Live Better”), an image that will
communicate our strengths and help to enhance our business today and in the future.

We also enlisted the assistance of the prestigious and world-famous Disney Institute to help
us find new and more exciting ways to deliver our products, services, positioning, and image
to custorners. The Disney Institute conducted intensive training sessions with a nurmber of
key Irwin Bank personnel to help us institute new benchmarks for Leadership Development,
Quality Service Standards, Customer Loyalty, Organizational Creativity, and Teambuilding
within the Bank's internal framework that will ultimately benefit our customers and set us
apart from our competition. Using the Disney Institute’s advice and counsel, lrwin Bank is
creating a “make it happen” cuiture within the Bank while sharing our enhanced focus with
customers, helping to make banking with us more pleasant and convenient in every way
we can. Qur goal for 2007 is to turn banking at trwin Bank from an “I have to” chore into
an “l want to” experience that is satisfying and rewarding for everyone.

NOW IS THE TIME

We believe our new focus and initiatives will help our customers gain the financial
opportunities to do more in their lives, giving them a better banking experience -
and more reasons to choose Irwin Bank as the place to go for all their banking needs,
whether it’s for business, education, retirement, or any other financial requirement.
As our new tagline says, it's “Time To Live Better.”

(e S AL

Charles G. Urtin
President & Chief Executive Officer
IBT Bancorp, Inc.
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Management's Discussion and Analysis of Financial Condition and Results of Operations

MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF
OPERATIONS

The Private Sceuritics Litigation Reform Act of 1993 contains safe harbor provisions regarding forward-looking
statements. When uscd in this discussion, the words "belicves®, "anticipates”, "contemplates”, "expects”. “intends”™ and
similar cxpressions are intended to identity forward-looking statements.  Such statements are subject to certain risks and
uncertaintics which include changes in interest rates, risks associated with the etteet of opening new branches, the ability to
control costs and expenses, and general cconomic conditions. 1137 Bancorp, Inc. undertakes no obligation to update those
fonward-looking statements to reflect events or circumstances after the date hercof or to retlect the oceurrence of unanticipated
cvents,

GENERAL

[B1 Bancorp, Inc. is a bank holding company headquartered in Irwin, Pennsylvania, which provides a full range of
commereial and retail banking and trust services through its wholly owned banking subsidiary, Invin Bank (collectively, the
"Company"). The Company’s stock 1s traded on the Amenican Stock Exchange under the svmbol IRW . All per share amounts
have been restated for the 100% stock dividend paid on November 16, 2006.

CRITICAL ACCOUNTING POLICIES

‘The most signiticant accounting policics followed by the Company are presented in Note | to the consolidated
tinancial statements. The Company’s accounting and reporting policics conform with the accounting principles generally
aceepted in the United States of America and genceral practices within the financial serviees industry. The preparation of
the tinancial statements requires management to make estimates and assumptions that atfect the amounts reported in the
tinancial statements and the accompanving notes. Actual results could ditfer from those cstimates.

Allowanee for loan losses: The Company considers that the determination of the allowance for loan losses
involves a higher degree of judgment and complexity than its other significant accounting policies. The balance in the
allowance for loan losses is determined based on management’s review and cvaluation of the loan porttolio in relation to
past loss experience, the size and composition of the portfolio, current cconomic events and conditions. and other
pertinent factors. All of these tactors may be susceptible to significant change to the extent actual outcomes differ from
management’s estimates, additional provisions for loan losses may be required that would adversely impact camings in
future periods.

Accounting for stock options: As of January 1, 2003, the Company adopted SFAS 123 as amended by SFAS 148
in regards to the accounting tor stock options. As required by this statement. the Company recognized compensation
expense in the income statement based on the estimated fair value of the options on the date of the grant. Prior to this date
the Company accounted tor stock-based compensation in accordance with Accounting Principles Board Opinion (APB)
No. 25, Under APB No. 23, no compensation expense 1s recognized in the income statement related to any options
granted under the Company’s stack option plans. The pro forma impact to net income and carnings per share that would
oceur if compensation expense was recognized. based on the estimated fair value of the options en the date of the grant, is
disclosed in the notes to the conselidated tinancial statements,

Emplover benetit plans: In September 2006, the FASE issued SFAS No. 138, “Emplovers Accounting for
Detined Benetit Pension and Other Postretirement Plans (SFAS 138). The Company adopted SFAS 138 prospectively on
December 31, 2006, SFAS 138 requires that the Company recognize all obligations related to defined benctit pensions.
This statement requires that the Company quantify the plans’ funding status as an assct or liability on its consolidated
balance shects.

SFAS 138 requires that the Company measure the plans® assets and obligations that determine its funded status as

IBT Bancorp, Inc., 2006 Annual Report / 1




Management’s Discussion and Analysis of Financial Condition and Results of Operations

of the end of the fiscal vear. The Company is also required to recognize as a component of other comprehensive income
(OCI) the changes in tunded status that occurred during the vear that arc not recognized as part of net penodic benetit cost
as explained in SFAS No. 87, “Emplovers’ Accounting for Pensions.”

FINANCIAL CONDITION

At December 31, 2006, total assets increased $55.8 million, or 8.1%. to $741.0 million from $685.2 million at
December 31, 2005, The increase in total assets was primarily the result of an increase of $25.5 million in net loans and $25.2
million in sceuritics available for sale. Growth in the loan porttolio and sccuritics available for sale was primarily funded by
net inereases ot $32.0 million in deposit accounts, $9.0 million in repurchase agreements, and $3.8 million in FHLEB advanees.
offsct by a $12.5 million decrease in Federal funds purchased.

The increase in available for sale securitics was mainly the result of purchascs of $66.4 million offset by net proceeds
from maturitics and the salcs of sceurities of $42 4 million. This resulted in net increases of U.S, Government agencies,
obligations of statc and political sub-divisions, and mortgage-backed sceuritics of $16.4 million, $9.8 million, and $7.2
million, respectively, offset by net decreases in cquity sceuntics of $8.1 million. The Company periodically sclls and
purchascs sceuritics to maximize the retumn of the portfolio within the sct policy limits established by the board of directors.

The increase in net loans is primarily due to increases in mortgage. commercial, and installment loans of $14.8
million, $10.7 million, and $5.6 million, respectively. Offsctting these increascs was a decrease of $3.1 million in home equity
lines of credit. Customers continue to favor the tixed rate mortgage and installment loans over adjustable rate lines of credit.

At December 31, 2006, total liabilitics increased $54.3 million, or 8.7%. to $678.4 million from $624.1 million at
December 31, 2005, The increase was primarily rclated to the increases in interest-bearing deposits of $30.3 million,
repurchase agreements of $9.0 million, and FHLB advances of $3.8 million, offsct by a $12.5 million decrease in Federal
tunds purchased.

Non-interest bearing deposits increased $1.8 million to $85.6 million at December 31, 2006 from $83.8 million at
December 31,2005, This increase is exclusive of the net increase of $9.0 million in repurchase agreements.. Under the terms
of the repurchase agreements, deposits in dusignated demand accounts of the customer are put into an investment vehicle
which is used dailv to purchase an intercst in designated U.S. Government or Agencics” seeuritics, The Company in turn
agrees to repurchase these investments on a daily basis and pay the customers the daily interest carned based on the current
market rate. See Note 8 to the consolidated financial statements.

Interest-bearing deposits totaled $486.9 million at December 3 1. 2006, an increase of $50.3 million from December
31,2005, The change was the result of a $57.8 million increase in time deposits offsct by decreases in savings and money
market accounts of $5.6 million and $2.4 million, respectively. Time deposits have become more attractive duc to the rise in
market rates.

At December 31, 2006, total stockholders™ equity increased $1.5 million to $62.6 million from $61.1 million at
December 31, 2005, The increase was primarily due to net income of $8.5 million for the period offset by a decrcase of
$393.000 in accumulated other comprehensive income (net of income taxes), an increase in treasury stock purchased of
$600.000. and dividends paid of $5.9 million. Surplus {additional paid-in capital} decreased to zero dug to a two-for-one stock
split offeeted in the form of'a 100 percent stock dividend. See Note 21 to the consolidated financial statements. Accumulated
other comprehensive income increased as a result of changes in the net unrealized gain on the available for sale seeuritics and
a decrease for the initial application of SFAS 158, The change in the net unrealized gain on the available for sale seeuritics
was duc to fluctuations in interest rates. Because of interest rate volatility, the Company’s accumulated other comprehensive
income could materially fluctuate for cach interim period and year-end. Sce Notes 2 and 15 to the consolidated financial
statements.
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Management’s Discussion and Analysis of Financial Condition and Results of Operations

RESULTS OF OPERATIONS

Net Income: Net income decreased $124,000. or 1.4%. to $8.5 million, or $1.42 per diluted share tor the year ended
December 31, 2006 trom $8.6 million, or $1.44 per diluted share for the vear ended December 31, 2003, The decrease in net
income for fiscal 2006 compared to tiscal 2005 was primarily due to a $211,000 decrease in net interest income and increascs
in the provision tor loan losses and other expenses of $300,000 and $1.1 million, respectively. A $34.1 million increase in
average interest-hearing liabilitics coupled with a 70 basis point increase in the cost of funds contributed to the decrease in net
interest income. Oftsetting these decreases was a $714.000 inercase in other income attributable pnmarnily to gains on sales of
investment secunitics.

Net income increased approximately $2.3 million, or 41.0%, to $8.6 million, or $1.44 per diluted share for the year
ended December 31, 2003 from $6.1 million, or $1.01 per diluted share tor the vear ended December 31, 2004, The inereasc
in net income for fiscal 2005 compared to tiscal 2004 was primarily duc to a $3.9 million increase in other income and $2.1
million increase in interest income offset by an increase i interest expense of $1.9 million and increascs in the provision for
loan losses and other expenses of $600.000 and $1.1 million, respectively. A $13.5 million increase in average interest caming
assets and a 19 basis point increase in the average vield supported the increase in interest income.  The Company did not
record any non-cash charges for investments whose value declines were determined to be other than temporarily impaired. as a
result, other income tor tiscal 2005 exceeded other income reported for 2004,

Net Interest Income: Net interest income 1s the most significant component of the Company’s income from operations,
Net interest income is the differcnce between interest received on interest-caming asscts (pnmarily loans and investment
seeurities) and interest paid on interest-bearing labilities (primanly deposits and borrowed funds). Net mterest income
depends on the volume and rate carned on interest-caming asscts and the volume and interest rate paid on interest-bearing
habilitics.

Net interest income decreased $211.000 to $21.9 million for 2006 compared to $22.1 million for 2005, The deerease
was primarilv duc to increases in average interest bearing liabilitics of $34.1 miltion and a 70 basis point increase in the cost
of tunds, Partially offsctting the resulting increase in interest expense were a $35.3 million increase in the average interest
carning assets and a 40 basis point vicld increase. As a result of these changes, the net interest margin narrowed to 3.24% for
the 2006 fiscal vear trom 3.45% in the 2003 fiscal vear.

Net interest income inercased $172,000, or 0.8% to $22.1 million tor 20035 compared to $21.9 million for 2004, The
increase was primanly due to increases in average interest caring assets of’ $15.5 million and average vield of 19 basis points.
Included in this increase was a nise of $6.4 million in average loans reccivable and $7.6 million in average investment
sceunties coupled with increases in the average viclds of 13 basis points and 37 basis points, respectively, Oftfsciting thesc
changes was an increase in average interest beaning liabilitics of $18.3 million and a 27 basis point increase in the average cost
of funds.

The following table sets forth certain information relating to the Company’s average balance sheet and, reflects
the average vield on assets and average cost of liabilitics for the periods indicated. Such vields and costs are derived by
dividing income or expense by the average balance of asscts or hiabilitics, respectively, for the periods presented. Average
balances are derived tfrom daily balances.
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Management’s Discussion and Analysis of Financial Condition and Results of Operations

The following table shows the effect of changes in volumes and rates on interest income and interest expense. The
changes in interest income and interest expense attributable to changes in both volume and rate have been allocated to the
changes due to rate. Tax-exempt income was not recalculated on a tax cquivalent basis due to the immatenality of the change
to the table resulting from a recaleulation.

Year Ended December 31, Year Ended December 31,
2006 vs. 2005 2005 vs. 2004
Increase (Decrease) Increase (Decrease)
Due to Due to
Volume Rate Net Volume Rate Net

(In Thousands)
Interest income:

Loans receivable $ 1,569 $1,774 $3,343 $ 389 $ 571 $ 960
Investment seeuritics 431 803 1,234 291 743 1.034
Other inferest-caming assets {1) 46 45 27 24 31
Total interest-carning asscts 1,999 2,623 4,622 707 1.338 2,045
Interest cxpense:
Money market accounts (160) 456 296 36 489 525
Certificates of deposit 939 2,365 3,304 (7 538 531
Other liabilitics 306 926 1,232 254 563 817
Total interest-bearing liabilities 1,085 3,747 4,832 283 1,590 1.873
Nut change in net interest income $ 914 $(1,124) $(210) $ 424 $ (232) $ 172
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Management's Discussion and Analysis of Financial Condition and Results of Operations

Provision for Loan Losses: The Company recorded a provision for loan losses of $1.5 million, $1.2 million, and
$600.000 for 2006, 2003, and 2004, respectively, Increased provisions retlect the Company’s loan growth and change in
portfolio composition. The table below sets forth information with respect to activity in the Company’s allowancee for loan
losses for the vears indicated:

At December 31,
2006 2005 2004
(Dollars in Thousands)
Total loans outstanding $ 472,490 $ 445789 $ 439.142
Average loans outstanding § 462,036 S 436906 $ 430.543
Allowance balances (at beginning of
period) § 354 $ 2594 $§ 3285
Provision: 1,500 i.200 600
Charge-Ofts;
Mortgage - (64) (1.204)
[nstallment (63) (100) {127
Commcreial (192) (19 (8)
Home cquity lines of credit - - -
PHEAA - - -
Municipal - - -
Credit cards {2) - -
Other (91) (88) -
Total charge-ofts {348) 271) (1.339)
Recovernes:
Mortgage - 7 -
Installment 5 10 3
Commecreial 30 13 43
Home cquity lines of credit - - -
PHIEEAA - - -
Municipal - - -
Credit cards - - -
Other 18 11 -
Total recoverics 53 41 48
Net charge-ofts (295) (230) (1.291)
Allowance balance (at end of period) $ 4769 $ 3564 $§ 2594

Allowance tor loan losses as a pereent of
total loans outstanding 1.01% .80% 0.59%

Net loans charged off as a pereent of
average loans outstanding 0.06% 0.03% 0.30%
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Management’s Discussion and Analysis of Financial Condition and Results of Operations

The provision for loan losses is charged to operations to bring the total allowance tor loan losses to a level that
represents management’s best estimate of the losses inherent in the portfolio, based on a monthly review by management
of the tollowing factors:

e [istorical expenence

s Volume

¢ I'vpe oflending conducted by the Bank

e Industry standards

e The level and status of past due and non-performing loans

e The general cconomic conditions in the Bank’s lending area: and
¢ Other tactors atfecting the collectability of the loans in the porttolio

Large groups of homogeneous loans, such as residential real estate, small commereial real estate loans and home
cquity and consumer loans are evaluated in the aggregate using historical loss tactors and other data. The amount of loss
reserve is caleulated using historical loss rates. net of recoveries on a five vear rolling weighted average, adjusted for
cnvironmental, and other qualitative factors such as industry, geographical, ceconomic and political factors that can aftect
loss rates or Joss measurcments. Watch and classiticd loans are allocated additional rescrves.

Large balance and/or more complex loans such as multi-family and commercial real estate loans may be evaluated
on an individual basis and are also evaluated in the aggregate to determine adequate reserves. As specific loans are
determined to be impaired, specific reserves are assigned based upon collateral value, market value, if determinable, or the
present vadue of the estimated future cash flows of the loan.

The allowanee i1s increased by a provision for loan loss which is charged to expense, and reduced by charge-offs,
net of recoveries. Loans are placed on non-acerual status when they are 90 davs past due. unless they are adequately
collateralized and in the process of collection.

The allowaneg for loan Josses is maintained at a level that represents management’s best estimate of losses in the
portfolio at the balance sheet date. However. there can be no assurance that the allowance for losses will be adequate to
cover losses which may be realized in the future and that additional provisions for losses will not be required,

Other Income: Total other income increased $714,000, or 10.8% to $7.3 mallion for the vear ended Decembier 31,
2006 trom $6.6 miltion for the vear ¢ended December 31, 2003, Included in this change was an increase of $644.000 in
investment sceurity gains in tiscal 2006 over fiscal 2003, primanly resulting from the sale of adjustable rate preferred stocks,
which had been written down to fair market value in 2004 due to an other-than-temporary decline in value.

Total other income inereased $3.9 million, or 144.4% to $6.6 million for the year ended December 31, 2005 from $2.7
million for the vear ended December 31. 2004, The most significant change in other income is the decrease in investment
sceurity losses of $2.7 million for the vearended December 31, 2003, Sceunty fosses in 2004 were primarnly related to a wiite
down of preferred stocks due to an other than temporary impairment of fair value. Scrvice fees inereased $1.0 million to $3.6
million for the vear ended December 31, 2005 from $2.6 million tor 2004, This increase was primarily due to an additional
$929.000 in tees collected on deposit accounts. Other income increased $197,000 to $1.2 million for December 31, 2005 from
$1.0 million for 2004 due to a one-time gain recorded from the sale of property classitied as other real estate.

Other Expenses: Total other expenses increased $1.0 million, or 6.5% to $17.2 million for the vear ended December
31, 2006 trom $16.2 million for the year ended December 31, 2005, This increase was pnmanly duc to pension and other
employee benetit costs of $628.000 arising trom increases in the costs of providing health and retirement benefits. Other

expenses inereased $208.000 primarily due to consulting tees paid by the Company of $91,000.

Total other expenses increased $1.1 million, or 7.3% to $16.2 million for the vear ended December 31, 2005 trom
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Management’s Discussion and Analysis of Financial Condition and Results of Operations

$15.1 mithon tor the ycar ended December 31, 2004, This is primarily due to increases in salary and other expenses. Salary
expense was $6.3 million for the vear ended December 31, 2003 an increase of $400,000 over 2004, 'This increase is primarily
due to additions to staf and annual menit increases, Other expenses inereased $400,000 to $4.3 million for the vear ended
December 31, 2005 from $3.9 million at December 31. 2004, Such increases to expense were attributed to increases in other
real estate. customer debit cards, and consulting fees paid by the Company of $172.000. $96.000, and $32.000, respectively.

Income Taxes: Income tax expense decrcased $723.000 to $2.0 million for the vear ended December 31, 2006
comparcd to $2.8 million in 20035, This decrcase was primarily due to the sale of preferred stocks which were written
down, for financial reporting purposcs, in 2004, The realized gain trom the sale was not taxable which reduced the
Company’s cffective tax rate for 2006 to 19.4% from 24 3% in 2005.

Income tax expense of $2.8 million for the vear ended December 31, 2005 remained relatively unchanged trom
2004, however the effective tax rate for 20035 dropped to 24.3% trom 31.7% reported for 2004,

LIQUIDITY AND CAPITAL RESOURCES

The Company’s primary sources of funds include savings, deposits, loan repavments and prepayvments, cash from
operations and borrowings from the Federal Home Loan Bank. The Company uses its capital resources principally to fund
loan originations and purchascs, to repay maturing borrowings, to purchase investments. and for short-term liquidity necds.
The Company expects to be able to fund or retinance. on a timely basis. its commitments and long-term liabilitics. As of
December 31, 2006, the Company had commitments to extend credit of $85.4 million.

The Company’s liquid asscts consist of cash and cash cquivalents, which include short-term investments. The levels
of these assets are dependent on the Company’s operating, tinancing, and investment activitics during any given period. At
December 31, 2006, cash and cash equivalents totaled $20.0 million.

Net cash from operating activities for 2006 totaled $9.9 million, as compared to net cash tfrom operating activitics of
$12.1 million for 2005, The decrease in 2006 was primarily the result of a $124,000 decrease in net income, and a $807.000
decrease in other assets offset by a $300.000 increase in the provision for loan losses. Net cash from operating activities for
2003 totaled $12.1 million, as comparcd to net cash from operating activitics of $11.3 million for 2004, The increasc in 2003
was primarily the result of a $2.3 million increase in net income. a $600.000 increasce in the provision for loan losses, and a
£600.000 increase in other assets offset by a $2.4 million change in the write-down of cquity securitics.

Net cash used by investing activities for 2006 totaled $51.0 million, as compared to cash used of $13.5 million for
2005 and $50.5 million for 2004. The increase of $35.5 million tor 2006 is primarily duc to increascs in sceurity purchases
and loans made to customers of $13.2 million and $20.0 million. respectively. Net cash used by investing activitics for 2003
totaled $15.5 million. as compared to cash used of $30.5 million for 2004, The decrease of $35.0 million for 2005 is primarily
due to deercases in securitics purchased and loans made to customers of $38.4 million and $15.1 million, respectively. These
changes were offset by a decrcase of $40.4 million in proceeds tfrom the sales and maturitics of securities.

Net cash from financing activitics tor the vear ended December 31, 2006 totaled $45.6 million, as compared to net
cash tfrom financing activitics of $2.7 million tfor 2003, The change in 2006 was primarily due to an increase ot net deposits of
$57.7 million and repurchase agreements of $5.7 million oftset by a deerease in federal funds purchased of $12.5 million. Nt
cash from financing activitics for the vear ended December 31, 2005 totaled $2.7 million, as compared to net cash from
tinancing activitics of $39.6 million for 2004. The change in 2005 was primarily due to decreases in net deposits and proceeds
trom IFHLB advances of $39.8 million and $28.0 million, respectively, offset by an increase in Federal tunds purchased of
$20.4 million and a decrease of $9.4 million in repavments of FHLIB advances.

Liquidity may be adversely attected by unexpected deposit outtlows, excessive interest rates paid by competitors, and
similar matters. Management monitors projected liquidity needs and determines the level desirable, based in part on the
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Management’s Discussion and Analysis of Financial Condition and Results of Operations

Company’s commitment to make loans and management’s assessment of the Company’s ability to generate funds. The
Company is also subject to fuderal regulations that impose certain minimum capital requirements.

The table below scts forth certain information regarding the Company’s contractual obligations. Sce Note 4, Note 7
and Note 10 to the consolidated financial statements

Pavments Due By Period

[.ess than 1-3 3-5 Mor¢ than
Contractual Obligations T'otal I vear vears Vears 5 vears
(In
Thousands)
Long-Term Debt Obligations $72.410 $ 16,338 $23,072 $ 13,000 $20.000
Operating Lease Obligations 988 221 389 229 149
Certificates of Deposit 308,887 251,326 40,082 4.336 13.143

OFF-BALANCE SHEET ARRANGEMENTS

In the normal course of business, the Company engages in a varicty of financial transactions that, in accordance with
generally accepted accounting principles, are not recorded in its consolidated financial statements. These transactions involve,
to varving degrees, clements of eredit, interest rate and liquidity risk. Such transactions arc used primanly to manage
customers” requests for funding and take the torm of loan commitments and lines of credit. At December 31, 2006 and 2003,
the Company had commitments to extend credit in the amount of $83.4 million and $104.3 million, respectively. During the
vear ended December 31, 2006, the Company did not engage in any off-balance sheet transactions reasonably hikely to have a
material effect on its consolidated financial condition, results of operations or cash tlows,

MARKET RISK

Market risk is the risk of loss from adverse changes in market prices and rates. The Company’s market risk anses
primarily from interest rate risk inherent in its lending, investment and deposit taking activities. The Company’s profitability
is affected by fluctuations in interest rates. A sudden and substantial increase or decrease in interest rates may adversely
impact the Company’s camings to the extent that the interest rates bome by assets and liabilitics do not change at the same
speed, to the same extent or on the same basis. To that end. management actively monitors and manages 1ts interest rate risk
CXpOsure.

The principal objective of the Company’s interest rate risk management is to cvaluate the interest rate risk inherent in
certain balance sheet accounts, determine the appropriate level ot risk given the Company’s business strategy, operating
cnvironment, capital and liquidity requirements, pertormance objectives, and manage the risk consistent with the Board of
Dircetors” approved guidelines. Through such management. the Company seeks to minimize the vulnerability of its operations
to changes in interest rates. The Company’s Assct/Liability Committee is compnsed of the Company’s senior management
under the direetion of the Board of Directors. with senior management responsible for reviewing with the Board of Dircetors
its activitics and strategics, the cffect ot those strategics on the Company’s net interest margin, the market value of the
portfolio and the etfect that changes in interest rates will have on the Company’s portfolio and the Company’s exposure limits.
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Management’s Discussion and Analysis of Financial Condition and Results of Operations

The Company utilizes the following strategics to manage interest rate risk:

*  When market conditions permit, to originate and hold in jts porttolio adjustable rate loans:

o Scll fixed rate mortgage loans that conform to Federal National Mortgage Association guidelines when sales can be
achicved on terms tavorable to the Compuny;

* Lengthen the maturitics of its liabilities when deemed cost effective through the utilization of Federal Flome Loan
Bank advances:

* Purchase mortgage-backed sceuritics for the available for sale sceuritics portfolio with cash tlows that can be
reinvested in higher caming instruments when interest rates rise: and

e (enerally, maintain sceuritics in the available for sale portfolio that are short term to oftset the sk of long term tixed
rate mortgage loans in a rising rate cnvironment.

The following table shows the Company’s financial instruments that are sensitive to changes in interest rates,
categonized by expected maturity or repricing maturity, and the instruments” fair values at December 31, 2006, Market risk
sensitive instruments are generally defined as those instruments that can be adversely impacted by changes in market interest
ratcs. The Company currently does not participate in hedging programs. interest rate swaps or other activitics imvolving the
usc of off-balance sheet derivative financial instruments, but may do so in the future to mitigate interest rate risk. Expected
matuntics are contractual maturitics adjusted for prepayments of principal. The Company uscs certain assumptions to estimate
fair values and cxpected maturitics.  For asscts, expected maturitics are based upon contractual maturity, call dates and
projected repayments of principal. For interest caming asscts, no prepayvments are assumed. Interest bearing liabilitics, such
as negotiable order of withdrawal (“NOW™) accounts, money market accounts, and similar interest bearing demand accounts
are subject to immediate withdrawal or repricing and are theretore presented in the carliest period in the table.
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Management’s Discussion and Analysis of Financial Condition and Results of Operations

Expected Matunity/Principal Repayment at December 31,

Total Carrving Fair
2007 2008 2009 2010 2011 Therealter Value Value

(in thousands)

Interest-caming asscts
Mortgage loans $16.937 $14.182 $ 15,742 $15.437 51500 $ 190201 $267.530 $270.433

Home cquity loans,

sueeond mortgage
loans, student loans.
ather loans 17.637 16.743 15.436 14.314 13.270 45.249 122.669 122310

Commereial loans,
municipal loans 14,482 8.967 4.858 2.639 2793 48.804 82543 83914
Investment sceuntivs 740 361 545 3.356 14.074 202.173 221.249 221.249

Interest-heuring liahilitics
NOW and other

transaction accounts $ 58.133 $ - $ - $ - $ - $ - $ 3833 § 58133
Money market and

other savings

accounts 119898 - - - - - 119,898 1 19898
Certificates ol deposit 251.327 27,128 12.954 2,561 1,775 13.142 308.887 317666
Federal Fome Loan

Bank of Pittsburgh

advance 16,338 5.072 18.000 - 13.000 20000 72.410 74.028

IMPACT OF INFLATION AND CHANGING PRICES

The consolidated financial statements and related financial data presented in this Annual Report have been prepared in
accordance with generally accepted accounting principles in the United States, which require the measurement ol financial
position and operating results in terms of historical dollars without considering the change in the relative purchasing power ol
moncy over time due to inflation. The primary impact of imflation on the Company’s operations is reflected in increased
operating costs. Unlike most industrial companivs, virtually all the asscts and liabilities o a financial institution are monetary
in nature. As a result, interest rates generally have a more significant impact on a financial institution’s performance than do
general levels of inflation. Interest rates do not necessarily move in the same direction or to the same extent as the prices of
goods and serviees.

RECENT ACCOUNTING PRONOUNCEMENTS NOT YET ADOPTED

In 2006, the Financial Accounting Standards Board issucd FASB No. 155, Accounting for Certain Hybnd Financial
Instruments — as amendment of FASB No. 133 and 140, FASB No. 136, Accounting for Scrvicing of Financial Asscts —an
amendment of FASB No. 140, FASB No. 137 Fair Value Mcasurements, and FASE interpretation (“FINT) No. 48, Accounting
for Uncertainty in Income Taxes. The Company does not believe these statements will have a material impact on the Bank or
its operations.
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Management's Report to Shareholders

MANAGEMENT REPORT TO SHAREHOLDERS

The consolidated financial statements presented are the responsibility of management and are prepared in accordance
with generally aceepted accounting principles (United States). The financial information contained ¢lsewhere in the annual
report is consistent with that in the consolidated tinancial statements. The tinancial statements necessarily include amounts
that arc bascd on management’s best judgments and estimates. In the opinion of management the accounting practices wtilized
arc appropriate in the circumstances and the financial statements tairly retlect the tinancial position and results of operation of
the Company:.

IBT Bancorp. Inc. maintains a svstem of intemal controls over tinancial reporting. which is designed to provide
reasonable assurance to the Company’s management and board of dircctors regarding the reliability of financial reporting and
the preparation of financial statements for external purposes in accordance with generally aceepted accounting principles
(United States). The Company assessed its internal control over financial reporting as of December 31, 2006, based on the
criteria for cttective internal control over financial reporting as described in fnternal Comrol-integrated Framework issucd by
the Committee of Sponsoring Organizations of the Trcadway Commission. Bascd upon that assessment, the Company
belicves that, as of December 31, 2006, its svstem of internal controls over tinancial reporting met those criteria.

The Company™s independent auditors, Edwards Sauer and Owens, P.C. have issucd an attestation report on
management’s asscssment of the Company’s internal controls over financial reporting. Their attestation is included clsewhere
in this report.

Charles G. Urtin Ravmond G. Suchta
President & Chicf Financial Ofticer

Chict Exceutive Officer
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EDWARD S Certified Public Accountants & Business Advisors
SAUER & 500 Warner Centre, 332 Fifth Avenue, Pittsburgh, PA 15222
Phone: 412-281-9211 Fax:; 412-281-2407 A Professional Corporation

OWE N S s PC. WWW.e50Cpa.com

REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Board of Directors
13T Bancorp, Inc.
Irwin. Pennsvlvania

We have audited the accompanying consolidated balance sheets of BT Bancorp, Inc. (the Bancorp)
and subsidiary as of December 31, 2006 and 2003, and the related consolidated statements of income,
changes in stockholders' equity and cash tlows tor cach of the vears in the three-vear penod ended
December 31, 2006, We also have audited management's asscssment, included in the accompanving
Management's Report to Sharcholders, that 3T Bancom, Inc. and subsidiary maintained eftective
internal control over financial reporting as of December 31, 2006, based on entena established in
Internal Control-Integrated Framework issucd by the Committee ot Sponsoring Organizations of the
Treadway Commission (COSQ). The Bancorp's management is responsible tor these tinancial
statements, for maintaining effective internal control over financial reporting, and for its assessment
of the cffectiveness of internal control over financial reporting. Our responsibility is to express an
opinion on these tinancial statcments, an opinion on management's assessment, and an opinion on the
cffectiveness of the Bancorp's internal control over tinancial reporting based on our audits.

We conducted our audits in accordance with the standards of the Public Company Accounting
Oversight Board (United States). Those standards require that we plan and perform the audits to
obtain rcasonable assurance about whether the financial statements are free of matenal misstatement
and whether effective internal control over tinancial reporting was maintained in afl material respects,
Our audit of financial statements included cxamining, on a test basis, evidence supporting the
amounts and disclosures in the financial statements, assessing the accounting principles used and
significant cstimates made by management, and cvaluating  the overall financial  statement
presentation.  Our audit of internal control over financial reporting  included  obtaining  an
understanding of internal control over financial reporting, cvaluating management's asscssment,
testing and cvaluating the design and operating cffectiveness of internal control, and performing such
other procedures as we considered necessary in the circumstances. We believe that our audits provide
a rcasonable basis for our opinions.




EDWARDS
SAUER &
OWENS, rc.

A company's intemal control over financial reporting is a process designed to provide reasonable
assurance regarding the reliability of tinancial reporting and the preparation of financial statements
tor external purposes in accordance with generally accepted accounting principles. A company's
mternal control over financial reporting includes those policics and procedures that (1) pertain to the
maintenance of records that, in reasonable detail. accurately and fairlv reflect the transactions and
dispositions of the asscts of the company: (2) provide reasonable assurance that transactions are
recorded as necessary to permit preparation of financial statements in accordance with gencrally
aceepted accounting principles, and that reeeipts and expenditures of the Bancorp are being made
only in accordance with authorizations of management and dircetors of the Bancorp; and (3) provide
reasonable assurance regarding prevention or timely detection o unauthorized acquisition, use, or
disposition of the Bancorp's assets that could have a material cftect on the financial statements.

Because of its inherent limitations, internal control over financial reporting may not prevent or detect
misstatements. Also, projections of anyv evaluation of effectivencss to future periods are subject to
the risk that controls mav become inadequate because of changes in conditions. or that the degree of
compliance with the policics or procedures may detenorate.

In our opinion. the consolidated financial statements referred to above present fairly, in all material
respecets. the financial position of BT Bancorp, Inc. and subsidiary as of December 31, 2006 and
2005, and the results of its operations and its cash flows for cach of the vears in the three-vear peniod
ended December 31, 2006 in conformity with accounting principles generally aceepted in the United
States of Amcerica. Also, in our opinion. management's assessment that [BT Bancorp, Inc. and
subsidiary maintained ctfective intemal control over financial reporting as of December 31, 2006 is
tairly stated, in all materal respects, based on criteria established in Internal Control-Integrated
Framework issued by the Committee of Sponsoring Organizations of the Treadway Commission
(COSO). Furthcrmore, in our opinion. IBT Bancorp, Inc. and subsidiary maintained. in all material
respects, effective intemal control over financial reporting as of December 31, 2006 based on criteria
vstablished in Intemal Control-Integrated  Framework issucd by the Committee of Sponsoring
Organizations of the Treadway Commission (COS0).

gééwvtcé Jam, ,‘/ﬂwm, /e

Pittsburgh. Pennsylvania
February 21, 2007




Consolidated Balance Sheets / IBT Bancorp, Inc. and Subsidiary

ASSETS
Cash and due from banks
Interest-bearing deposits in banks
Certificate of deposit
sceuritics available tor sale
Federal Home Loan Bank stock, at cost
Loans, net of allowancee tor loan losses of
$4.769.260 in 2006 and $3.563.501 in 2003
PPremises and cquipment, net
Other assets

Total Assets

LIABILITIES AND STOCKHOLDERS' EQUITY

Liabilities
Deposits
Non-interest bearing
Interest-bearing

‘Total deposits

Federal funds purchased
Repurchase agreements

Accrued interest and other habilities
IFHLIB advances

Total labilitics

Stockholders' Equity
Capital stock, par valuc $1.23,
50,000,000 sharcs authorized,
3,963,119 sharcs issucd, 3.882,640 and
5.910.910 shares outstanding
at December 31, 2006 and 2003, respectively
Surplus
Retained camings
Accumulated other comprehensive income

Less: Treasury stock, at cost (82,479 shares in
2006 and 68,344 in 2005)
Total stockholders' cquity

Total Liabilities and Stockholders' Equity

The accompanyving notes are an integral part of these consolidated financial statements.

December 31,

2006

19,317,614
637,034
100,000

221,249,369
5,196,800

467,720,508
5,281,385
21,459,045

2005

15,063,970
435,970
100,000

195,993,449
5,469.600

442.225.344
5,624,572
20.237,792

740,961,755

685.150,697

85,553,753
486,918,461

572,472,214

27,416,559
6,082,279
72,409,643

83,846,681
436,639.077

52(,485.758

12,468,000
18,442,703

4,022.118
68.651,125

678,380,695

7,456,399

58,970,791
(904,723)

65,522,467

(2,941,407)

624,069,704

3.779.749

1,231,444

58.931.230
(512,029)

62,581,060

63.430.394

(2.349.401)

740,961,755

61,080,993

$

685,150,697
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Consolidated Statements of Income / IBT Bancorp, Inc. and Subsidiary

Interest Income
Louns, including fecs
Investment sceuritics
Federal tunds sold
Total interest income
Interest Expense
Deposits
Federal funds purchased
FHLB advances
Repurchase agreements
Total interest expense

Net Interest Income

Provision for Loan Losses

Net Interest Income after Provision
for Loan Losses

Other Income (1.osses)
Service fees
[nvestment seeunty gaing
Investment seeurity losses
Increase in cash surrender value
of life insurance
Debit card fees
Trust fees
Other income

Total other income

Other Expenses
Salanes
Pension and other emplovee benefits
Occupancy cxpensc
Data processing expense
Advertising expense
Pennsylvania shares tax
Debit card expense
Other expenses
Total other expenses
Income Before Income Taxes

Provision for Income Taxes

Net income

Basic Earnings per Share

Diluted Earnings per Share

Years Ended December 31,

2006 2005 2004
$ 30615567 $ 27.272.969 26,312,683
9,671,261 8.437.156 7.403,199
105,903 61,177 9,835
40,392,731 35.771,302 33,725,719
13,520,225 9,996,792 8.703.234
239,267 180,901 92.982
3,332,565 2.939.435 2,858,623
1,421,881 564,658 152,970
18,513,938 13.681.786 11.807.809
21,878,793 22,089.516 21.917.910
1,500,000 1,200,000 600.000
20,378,793 20.889.516 21.317.910
3,793,266 3,602,991 2.595,94]
900,922 274.267 383.290
(120,301) (138.078) (2.789.571)
473,201 456,042 466.923
836,932 775.715 680.600
465,608 455.051 340.492
999,734 1.209.163 1.011,967
7,349,362 6.633.151 2.689.642
6,438,599 6.332.915 5.875.511
2,460,131 1.831,784 1.820.031
1,624,313 1,795.473 1,767,950
1,113,992 992,005 916.939
431,995 387.344 309.032
589,064 560,428 496,802
562,721 479.346 383.023
4,016,211 3.807.688 3.525.401
17,237,026 16.186.983 15.094.689
10,491,129 11.337.684 8.912.863
2,035,437 2.758,333 2.828.125
$ 8455692 $§ 8579351 6.084.738
S 143§ 1.45 1.02
$ 142§ 1.44 1.01

The aecompanying notes are an integral part ot these consolidated financial statements.
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Consolidated Statements of Changes in Stockholders’ Equity / IBT Bancorp, Inc. and Subsidiary

Years Ended December 31, 2006, 2005 and 2004

Accumulated
Other
Capital Retained Comprehensive  Treasury
Stock Surplus Earnings Income Stock Total
Balance at
December 31, 2003 $ 3779749 % 1.684238 § 344310662 § 1,033,638 §  (1,343266) § 39606041
Comprehensive Income
Net income 6,084,738 6,084,738
Other comprehensive
income, net of tax:
Change in net
unrealized holding
2ains on securities
available tor sale,
net of delerred
mncome tax benetit
of ($688,712) (1.336.912) (1,330912)
Reclassitication
adjustiment, net of
deferred income tax
ot $776. 838 1,308,018 1.508.018
Total Comprehensive
Income 6,255,844
Cash dividends ($1.60) (4.746.485) (4,746.485)
Stock options granted/vested 39.141 39141
Exercise of stock options (325.644) (325.644)
Purchase of
Treasury Stock (1.006.135) (1.006.133)
Balance at
December 31, 2004 $ 3,779,749 $ 1,417,755 $ 55789915 3 1,204,744 $  (2.349401) § 39842762

The accompanying notes are an integral part of thesc conselidated financial statements.
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Consolidated Statements of Changes in Stockholders’ Equity (Cont.)/ IBT Bancorp, Inc. and Subsidiary

Years Ended December 31, 2008, 2005 and 2004

Accumulated
Other
Capital Retained Comprehensive  Treasury
Stock Surplus Earnings Income Stock Total
Balance at
December 31, 2004 S 3779749 8 1.417.755 § 35789915 § 1,204,744 § (2.349404) & 30.842.762
Comprehensive Income
Net income 8.379.351 8.579.351
Other comprebensive
income. net of tax:
Change in net
unrealized holding
2ains on securitics
available for sale.
net o deferred
income tax benefit
of (38.31.292) (1.613.084) {1.613.684)

Reclassitication
adjustment, net off
deferred tncome tay

benetit of (833.107) (103.089) (103,089)

(1.716,773)

Total Comprehensive

Income 0.862,578
Cash dividends ($1.84) (5.438.030) (5.438.036)
Stock options granted/
vested 39.141 39.141
Exercise of stock options (245.452) (245,432

Purchase off

Treasury Stock -

Balance at

December 31, 2005 S 3779749 8 1.231.444 § SK.931.230 % (312.029) § (2.349.401) § 61.080,993

The accompanving notes are an integral part of these consolidated financial statements.

16 / 18T Bancorp, Inc., 2006 Annual Report




Consolidated Statements of Changes in Stockholders’ Equity (Cont.)/ IBT Bancorp, Inc. and Subsidiary

Years Ended December 31, 2006, 2005 and 2004

Accumulated
Other
Capital Retained Comprechensive  Treasury
Stock Surplus Earnings Income Stock Total
Balance at
December 31, 2005 S 3,779,749 S 1,231,444 § 58,931,230 8 (512,029) 8 (2,349.401) 8§ 61,080,993

Comprehensive Income
Net tncome 8,455,692 8 455,692
Other comprehensive
income, net of 1ax:
Change in net
unrealized holding
gaing on securities
available for sale,
net of deferred
income tax henefit
ol (§191.598) (371,925) (371.925)

Reclassilication
adjustment, net of
delerred income tax
benelitof ($20.518) (39.828) (39.,828)

Reclassibication
adjustment. gain on
sule of preferred

stocks, no deferred

income tax effect 840,967 840,967
429.214
Total Comprehensive
[rcome 8,884,906
Cash dividends ($2.00) (5,896,738) (5,896,738)
Stock options granted/
vesled 39,808 39,808
Exercise of stock options (134.525) (134,525)
Purchase of Treasury Stock (067,100 (667,100)
Sale of Treasury Stock 20,530 75,094 95,624

Two-for-one stock split
effective in the form
ol a 100% stock
dividend 3,676,650 (1,157,257) (2,519,393} -

Adjustment to imitially apply
FASH Statement
No. 1538, net ol
delerred income tax
benefit of ($423.407) {821,908) (821,908)

Balance at

December 31, 2006 $ 7.456,399 5 - 8 58,970,791 S (904,723) 3 2,941,407) § 62,581,060

The accompanying notes are an integral part ol these consolidated financial statements.
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Consolidated Statements of Cash Flows / |BT Bancorp, Inc. and Subsidiary

CASH FLOWS FROM OPERATING ACTIVITIES
Net income
Adjustments to reconcile net cash
from operating activitics:
Depreciation
Increase in cash surrender value of insurance
Net amortization/aceretion ot
premiums and discounts
Net investment sceurity gains
Loss on write-down of cquity sceuritics
Provision for loan losses
Stock options granted/vested
Increase (deercase) in cash duc to
changes in asscts and liabilitics:
Other assets
Accrued interest and other liabilitics
Net Cash From Operating Activities
CASH FLOWS FROM INVESTING ACTIVITIES
Purchasc of certiticate of deposit
Proceeds from maturity of certificate of deposit

Proceeds trom sales of seeurities available for sale

Proceeds trom maturitics of securitics available for sale

Purchase of sceuritics available for sale
Nt loans made to customers
Purchascs of premises and cquipment

Procceds trom the sale Federal Home Loan Bank stock

Purchase of Federal Home ELoan Bank stock
Net Cash Used By Investing Activities
CASH FLOWS FROM FINANCING ACTIVITIES
Net increase (deerease) in deposits
Net increase in seeuritics sold under
agreements to repurchase
Nt (decrease) inerease in federal funds purchased
Dividends
Proceeds from FHLB advances
Repayment of FHLI advances
Lixcreised stock options
Purchase of treasury stock
Sale of treasury stock
Net Cash From Financing Activities
Net Change in Cash and Cash Equivalents
Cash and Cash Equivalents at Beginning of Year

Cash and Cash Equivalents at End of Year

Years Ended December 31,

2006 2005 2004
$ 8455692 $ 8579351 $  6.084.73%
768,651 994 839 1.009.989
(473,201) (456.042) (466.923)
390,380 810,975 1.046,467
(780,621) (136.189) (19.896)
- - 2.426.177
1,500,000 1.200.000 600,000
39,808 59.141 59.141
(1,582,595) 775.593 223,003
1,536,916 267.918 339.28%
9,855,030 12.095.586 11,301,984
(100,000) (100.000) (100.000)
100,000 100.000 100,000
24,614,156 9.728.425 61.556.451
17,820,881 35,093.279 23,575.354
(66,359,153) (53.165.621)  (111.626,403)
(26,971,633) (6.989.448) (22.118.272)
(425,464) (387.131) (773.520)
5,283,500 6.1%83.500 3.763.900
(5,010,700) (5,970.400) (4.906,100)
(51,048,413) (15.507.396) (50,528.590)
51,986,456 (5.731.190) 34,039,419
8,973,856 3.285.446 2.546.380
(12,468,000} 12,468.000 (7.900.000)
(5,896,738) (5.438.036) (4,746 485)
80,039,000 - 28,000,000
(76,280,482) (1.614.189) (11,042,453)
(134,525) (245.452) (325.644)
(667,100) - (1.006.135)
95,624 - -
45,648,091 2.724.579 39,585,082
4,454,708 (687.231) 358,476
15,499,940 16,187,171 15.828.693
$ 19,954,648 § 15499940 S 16187171

‘The accompanying notes are an integral part of these consolidated financial statements.
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Consolidated Statements of Cash Flows (Cont.}/ IBT Bancorp, Inc. and Subsidiary

SUPPLEMENTAL DISCLOSURES

Cash payvments for:
Interest

Income taxes

NON CASH TRANSACTIONS

Net recorded unrcalized (losses) gains on
securities available for sale
at December 31

Deferred (benetit) income taxes on recorded
unrcalized (losses) gains on securitics
available for sale at December 31

lL.oans transferred to foreclosed real
estate during the vear

Recorded nonmonctary gain (loss) on
sceuritics available for sale
at December 31

Recorded liability for accrued pension cost
and reduction of prepaid pension

Deferred income tax benelit on acerued
pension liability

Two-tor-one stock split in the form of a stock dividend
Capital stock
Surplus
Retained carnings

Yecars Ended December 31,

2006 2005 2004
$ 17,236,256  $  13.625.849  §  11.446.837
$ 2466000 $ 3182617 % 2.634.965
$ (116,965) $  (1,058528) % 1.825.368
$ (34,151) 3% (546,500) % 620,625
S 88,849 § 112,380  § 1.557.735
$ - 5 81,111 $  (2.426.177)
$ 1,245,315 § - 3 -
$ 423407 % - 3 -
$ 3,676,650 % - % -
$ (L157,237) % - 8 -
$ (2,519,393) § -3 -

The accompanying notes are an integral part of these consohdated lmaneial statements,
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Notes to Consclidated Financial Statements / (BT Bancorp, Inc. and Subsidiary

Years Ended December 31, 2006, 2005 and 2004

NOTE 1 -- SIGNIFICANT ACCOUNTING POLICIES

Nature of Operations: IBT Bancorp. Inc. (the Bancorp). is a bank holding company whose principal activity is the
ownership and management of its wholly owned subsidiary, Invin Bank & Trust Company (the Bank). The Bank is
a full service state chartered commercial banking institution and provides a vancty of financial scrvices to
individuals and corporate customers through its six branch offices, two loan centers, a trust division, three
supermarket branches and main office located in Southwestern Pennsylvania. ‘The Bank's primary deposit products
are non-interest and interest-bearing cheeking aceounts, savings accounts and certificates of deposit. s primary
lending products are single-family and multi-family residential loans, installment loans and commercial loans.

Principles of Consolidation: The consolidated financial statements include the accounts of the Bancorp and the
Bank. All significant intercompany accounts have been climinated in the consolidation.

Use of Estimates: The preparation of financial statements in conformity with gencrally aceepted accounting
principles requires management to make estimates and assumptions that aftect the reported amounts of asscts and
liabilitics and disclosure of contingent asscts and liabilitics at the date of the financial statements and the reported
amounts of revenues and expenses during the reporting period. Actual results could ditfer from those estimatcs,

Material estimates that are particularly susceptible to significant change relate to the determination of the allowance
for loan losses and the valuation of real estate acquired in connection with foreclosures or in satistaction of loans. In
conncetion with the determination of the allowances for loan losses and foreclosed real estate, management obtains
independent appraisals for signiticant propertics.

Investment Securities: All investments in debt and cquity sceuritics are to be classificd into three categones.
Sceuntics which management has positive intent and ability to hold until maturity are classified as held to maturity.
Sceuritics held to maturity are stated at cost. adjusted for amortization of premium and acerction of discount
computed on a level vicld basis. Sceuritics that are bought and held principally for the purpose of sclling them in the
near term are classificd as trading sceuritics.  All other sceuritics are classified as available for sale sceuritics.
Unrealized holding gains and losscs for trading sccuritics are included in eamings. Unrcalized holding gains and
losses for available for sale sceuritics are excluded from camings and reported net of income taxes as a separate
component of stockholders' cquity until realized. At this time, management has no intention of establishing a trading
seeuntics classification.

Interest and dividends on sceuritics are reported as interest income. Gains and losses realized on sales of seeuritics
represent the differences between net proceeds and carrving values determined by the specitic identification method.

Advertising Costs: Advertising costs are expensed as incurred. Advertising expense totaled $431.995 for 2006.
$387.344 for 2005 and $309,032 tor 2004.

Loans and Allowance for Loan Losses: [ouans arc stated at unpaid principal balances, Iess the allowanee for loan
losses and net deferred loan fees.
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Notes to Consolidated Financial Statements / IBT Bancorp, Inc. and Subsidiary

Years Ended December 31, 2006, 2005 and 2004

NOTE 1 -- SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

l.oan origination and commitment fees, as well as certain direct ontgination costs, are deterred and amortized as a vield
adjustment over the lives of the related loans using the interest method. Amortization of deferred loan fees 1s discontinued
when a loan 1s placed on nonaccrual status.

The allowance for loan losses is maintained at a level which, in management's judgement, is adequate to absorb potential
losses inherent in the loan portfolio. The amount of the allowance is based on management's evaluation of the collectibility
of the loan portfolio, including the nature of the portfolio, credit concentrations, trends in historical loss expericnec,
specific impaired loans, and cconomic conditions. Large groups of smaller balance homogencous loans are valued
colleetively for impairment. The amount of loss reserve s caleulated using historical loss rates, not of recoveries, adjusted
for environmental, and other qualitative factors such as industry, geographical, cconomic and political tactors that can
afteet loss rates or loss measurcments.

Allowances for losses on specitically identificd loans that arc determined to be impaired are caleulated based upon
collateral valuc. market value, it determinable, or the present value of the estimated future cash tlows. The allowance 1s
increased by a provision for loan losses. which is charged to expense, and reduced by charge-offs, net of recovenes. Loans
arc placed on nonaccrual status when they are 90 days past due, unless they are adequately collateralized and in the process
of collection.

Premises and Equipment: Premiscs and cquipment are stated at cost less accumulated depreciation computed on both the
straight-linc and accelerated methods over the estimated usctul lives of the asscts. Costs for maintenance and repairs are
expensed currently. Costs of major additions or improvements are capitalized.

Other Real Estate Owned (OREO): Real cstate propertics acquired through or in licu of loan foreclosure are initiatly
rccorded at the lower of the Bank's carrving amount or tair value less estimated selling cost at the date of foreclosure. Any
writc-downs based on the assct's fair value at the date of acquisition are charged to the allowance for loan losses. After
foreclosure, these assets are carried at the lower of their new cost basis or fair value less cost to sell. Costs of significant
property improvements are capitalized, whercas costs relating to holding property are ¢xpensed.  Valuations are
periodically performed by management, and any subsequent write-downs are recorded as a charge to operations, if
neeessary, to reduce the carrving value of a property to the lower of its cost or fair value Iess cost to sell.

Income Taxes: The Bancorp uscs an asset and liability approach to financial accounting and reporting for income taxes.
Deferred tax assets and labilitics are recognized for the future tax conscquences attributable to ditferences between the
financial statement carrving amounts of existing asscts and liabilities and their respective tax bascs. Deferred tax asscts
and liabilitics arc mcasured using enacted tax rates expected to apply to taxable income in the years in which those
temporary differences are expected to be recovered or settled. Valuation allowances are established, when necessary to
reduce deferred tax assets to the amount expected to be realized. Income tax expense is the tax payvable or refundable for
the period plus or minus the change during the period in deferred tax assets and liabilitics. The Bancorp files consolidated
Federal income tax retumns with its subsidiary.

Earnings per Share: LFarnings per share are caleulated on the basis of the weighted average number of shares outstanding.
The weighted average shares outstanding, given retroactive cffeet of the stock dividend deseribed in Note 21, was
5,895,919, 5,910,910 and 5,932,818 for the years ended December 31, 2006, 2005 and 2004, respectivelv.
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Years Ended December 31, 2006, 2005 and 2004

NOTE 1 -- SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

Cash Equivalents:

of cash tflows.

Reclassification of Prior Year's Statements:
the current vear’s classifications.
cquity, or net income.

NOTE 2 -- INVESTMENT SECURITIES

Investment seeuritics available for sale consist of the following:

Obligations of

U.S. Govemnment Agencics
Obligations of State and

political sub-divisions
Mortgage-backed securitics

Other sceuritics
Equity sceuritics

Obligations of

U.S. Govermment Agencics
Obligations of State and
political sub-divisions
Mortgage-backed sceuritics

Other sceuritics
LEquity sceuntivs
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Notes to Consolidated Financial Statements / iBT Bancorp, Inc. and Subsidiary

December 31, 2006

l‘or purposcs of the Statements of Cash Flows, the Bancorp considers all highly liquid debt
instruments purchased with a matunty of three months or less to be cash cquivalents,

and amounts duc from depository institations, interest-bearing deposits in other bank
with maturitics of more than three months,

The Bancorp considers all cash
s. exeept certificates of deposit
and federal funds sold to be cash equivalents for purposcs of the statements

Certain previously reported items have been reclassificd to conform to
The reclassifications have no effect on total assets, total habilitics and stockholders®

Gross Gross
Amortized Unrealized Unrealized Market
Cost Gains Losses Value
$ 95,578,239 5 426,951 h) (630,000) § 95,325,190
63,316,546 1,348,184 {67,095) 64,597,635
62,174,784 70,967 (1,199.,447) 61,046,304
46,545 - (3) 46,542
250,220 1,167 {17,689) 233,698
A 221,366,334 A 1,847,269 $ (1,964,234) § 221,249,369
December 31, 2005
Gross Gross
Amortized Unrealized Unrealized Market
Cost Gains Losses Value
h) 80,139.533 $ 33.630 $  (1.301.245) % 78.873.918
33,723,194 1.356,363 (271,660 54 807.897
53,228.872 114,890 (1.516.289) 53.827.473
195,589 - (2) 195,387
7.764,.789 337.507 (33.722) 8.288.574
$ 197.051.977 % 2064390 $  (3.122.918) $ 193,993.449




Notes to Consolidated Financial Statements / IBT Bancorp, Inc. and Subsidiary

Years Ended December 31, 2006, 2005 and 2004

NOTE 2 -- INVESTMENT SECURITIES (CONTINUED)

Gross realized gains and losscs on calls and sales of available-for-sale sceurities were:

Years Ended December 31,

2006 2005 2004

Gross realized gains:
Obligations of U.S. Government Agencies $ 18,400 5 - % 204.102
Obligations of state and political sub-divisions 9,478 153,523 91,853
Mortgage-backed sceurities 32,077 - -
Equity securities 840,967 120,744 87,333
$ 900,922 § 274267 §$ 383,290

Giross realized losses:
Obligations of U.S. Government Agencies 3 107,100 % 45,679 $ 363.394
Obligations of state and political sub-divisions 302 - -
Mortgage-backed securitics 12,899 92.399 -
Equity sceuritics - - 2.426.177
$ 120,301 $ 138,078 & 2.789.571

In 2004, the Company recorded a $2.426,177 non-cash writc-down of certain ageney preferred stocks duc to an
impairment in value that was determined to be other than temporary.

The amortized cost and estimated market value of the investment sccuritics available for sale at December 31, 2006, by
contractual maturity, are shown below. Expected maturities will differ from contractual maturitics because issuers have
the right to call or prepay obligations with or without call or prepayment penaltics.

Amortized Market
Cost Value
Due in one year or less S 736,402 3 740,261
Due after one vear through five years 18,615,189 18,336,200
Due after five years through ten years 94,963,322 95,075,215
Due after ten years, includes equity securitics 107,051,421 107,097,693

$ 221,366,334 $ 221,249,369

As a member of the Federal Home Loan Bank of Pittsburgh (FHLB). the Bank 1s required to maintain a minimum amount
of FHLB stock. The minimum amount is calculated bascd on level of assets, residential real estate loans and outstanding
FHIL.B advances. The Bank held $3,196,800 and $5.469.600 of FHLB stock at December 31, 2006 and 2003, respectively.
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Notes to Consolidated Financial Statements / IBT Bancorp,

Years Ended December 31, 2006, 2005 and 2004

NOTE 2 - INVESTMENT SECURITIES (CONTINUED)

Temporarily impaired investments consist of the following:

December 31, 2006

Inc. and Subsidiary

Less Than 12 Months

12 Months or Longer

Total

Market Unrealized Market Unrealized Market Linrealized
Value Losses Value Losses Value losses
Obligations of U.S.

Govermment Agencies S 10,57T040  § (23375 § 60,393,240 § (656,625) $ 70971280 % (680,000)
Mortgage-backed seeunritics 11,864,259 (63.493) 40,001,238 (1,135,954 51,865,497 (L1949 447y
Obligations of state and

political sub-divisions 3,568,589 (35,791) 4,253,633 (31,304) 7.822,222 (67.095)

Other investments 41,130 (676) 136,040 (17,01 6) 177,170 (17,692)
Total wmporarily

impaired seeuritics h) 26,052,018 % (123,335%) % 104,784,151 § {140,899 % 130,836,169 § (1,964,234)

Investments are reviewed for declines in value on a quarterly basis. At December 31. 2006,
The unrealized loss on debt securities is attributable to changes in inferest rates.
The unrealized loss on the equity seeurities are attributed to temporary declines in market value.

having an other-than-temporary impairment.

NOTE 3 -- LOANS

Mayjor classifications of loans are as follows:

Mortgage

Home equity credit
Installment
Commerceial
PHEAA

Municipal

Credit cards

Other

Less:

Allowance for loan losses
Deterred loan fees
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no investment was recognized as

December 31,

2006 2005
267,530,358 252.699.327
16,597,644 19.684.198
99,044,497 93.428.367
74,167,612 63.508.313
6,471,077 6.780.413
8,374,801 9,148,382
99,789 61.868
456,127 744,087
472,741,905 446.054.957
4,769,260 3.563.501
252,137 266,112
467,720,508 442.225 344




Notes to Consolidated Financial Statements / IBT Bancorp, Inc. and Subsidiary

Years Ended December 31, 2006, 2005 and 2004

NOTE 3 -- LOANS (CONTINUED)

The aggregate amount of demand deposit accounts with overdrawn balances that were reclassificd as loan balances at
December 31, 2006 and 2005 amounted to $406.672 and $607.114, respectively and are included in other loans.

The total recorded investment in impaired loans amounted to $1.058.657 at December 31, 2006 and $1,484.017 at
December 31, 2005, The allowance tor loan losses related to impaired loans amounted to $367.294 and $522.857 at
December 31, 2006 and 2005, respectively.

Changes in the allowance for loan losses were as tollows:

Years Ended December 31,

2006 2005 2004
Balance, beginning of year $ 3,563,501 $ 2.593.642 $ 3.284.830
Provision charged to operations 1,500,000 1,200,000 600,000
Loans charged oft (347,467) (271.238) (1,338.,749)
Recoveries 53,226 41,097 47.561
Balance, end of vear s 4,769,260 $ 3.563.501 $ 2,593,642

NOTE 4 -- PREMISES AND EQUIPMENT
Premises and cquipment which are stated at cost are as follows:

December 31,

2006 2005
Land 3 921,559 $ 921,539
Buildings and improvements 5,992,449 5.950,036
Furniture and equipment 8,088.429 7.744.717
15,002,437 14,616,312
Less: Accumulated depreciation 9,721,052 8,991,740
3 5,281,385 § 5,624,572

Depreciation expense was $768.631 1n 2006, $994,839 in 2005 and $1.009.989 in 2004,

Fight of the Bank's commercial branch ottice buildings and/or land, the Bank's trust division otfice and an operations
facility are leased by the Bank. These leases have initial terms of 1 to 20 vears, and all contain renewal options for
additional vears.

In 2003, tully depreciated assets and the remaining depreciation on assets no longer in use, as a result of the closure of

two branch offices. were written oftf.
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Notes to Consolidated Financial Statements / IBT Bancorp, Inc. and Subsidiary

Years Ended December 31, 2006, 2005 and 2004

NOTE 4 -- PREMISES AND EQUIPMENT (CONTINUED)

The following is a summary of the future minimum lease pavments under these operating leases:

For the vear ended December 31,

2007 $ 220,594
2008 201,971
2009 186,719
2010 131,100
2011 98,677
2012 and thereatter 149,007

b 988,068

Rental expense under these operating leases was $238.915, $247.327 and $250.464 for the vears ended Decembor
31, 2006. 2003 and 2004, respectively.

NOTE S -- JOINT VENTURE

The Bancorp has an 83% limited partnership interest in I A. of Invin, L.P. This partnership provides title insurance
to the gencral public. The Bancorp uses the equity method to account for its investment in the partnership. As of
Deeember 31, 2006 and 2003, the partnership is reflected in the other assets section of the balance sheet at $26.713
and $31.772, respectively.

NOTE 6 -- BANK OWNED LIFE INSURANCE
In 2001, the Bank purchased single premium life insurance policies on officers of the Bank at a cost of $1 0,000,000,
At December 31, 2006 and 2003, the cash surrender value of these policics was $12.381.754 and $11.930,700,

respectively. and is included in the other assets scetion of the balance sheet. The increase in cash surrender value of
these policies is recorded as other income.

NOTE 7 -- DEPOSITS

Time deposits maturing in vears ending December 31, as of December 31, 2006 arc summarized as follows:

2007 $ 251,326,533
2008 27,128,089
2009 12,954,307
2010 2,560,875
2011 1,774,540
2012 and thercafter 13,142,665

$ 308,887,009

The Bank held related party deposits of approximately $3.817.000 and $3.976.000 at December 31, 2006 and 2005,
respectively,

The Bank held time deposits of $100.000 or more 0f $93.876.778 and $64.684.980 at December 31, 2006 and 2005.
respectively.
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Notes to Consolidated Financial Statements / IBT Bancorp, Inc. and Subsidiary

Years Ended December 31, 2006, 2005 and 2004

NOTE 8 - REPURCHASE AGREEMENTS

The Bank offers its corporate customers an investment product tashioned in the form of a repurchase agreement. Under
the terms of the agreement, deposits in designated demand accounts of the customer arc put into an investment vehicle
which is uscd daily to purchase an interest in designated U.S, Government or Agencics' seeuritics owned by the Bank. The
Bank in turn agrees to repurchase these investments on a daily basis and pay the customer the daily interest camed on
them. The amount of repurchase agreements was $27.416,559 and $18.442,703 at December 31, 2006 and 2005,
respectively,

NOTE Y ~- PLEDGED ASSETS

At December 31, 2006 and 2005, U.S. Government Agency obligations and obligations of state and pelitcal sub-divisions
carricd at approximately $62,695,000 and $40,865.000 respectively, were pledged to quality for fiduciary powers, to
secure public menics and for other purposes required or permitted by law, At December 31, 2006 and 2005, the carrving
amount of sccuritics pledged to secure repurchase agreements was approximately $52,920,000 and $30,917.000
respectively.

NOTE 10 -- FHLB ADVANCES

At December 31, 2006 and 2005, the Bank had the following advances from the Federal Home Loan Bank (FHLEB).

2006 2005 Interest Rate Maturity Date
$ - $ 1.230,000 2.54% Fixed February 21, 2006
- 1,230,000 2 83% Fixed August 21, 2006
2,000,000 - 5.20% Fixed March 7. 2007
2,000,000 - 3.20% Fixed June 7, 2007
4,920,000 - 5.43% Vanuble 1.OC July 27,2007
575,070 1,416,489 2.99% Amortizing-Fixed August 20, 2007
2,000,000 2,000,000 3.67% Fixed September 3, 2007
4,000,000 - 5.215% Fixed September 7, 2007
914,573 1,734,636 2.79% Amortizing-Fixed January 28 2008
5,000,000 5,000,000 5.63% Vixed to Iloat Julv 21, 2008
- 3,000,000 4.86% Fixed to Float October 23, 2008
8,000,000 8.000.000 3.48% I'ixcd w/Strike Rate January 20, 2009
10,000,000 10,000,000 4.06% Fixed w/Strike Rate Julv 22,2009
4,000,000 4,000,000 3.18% FFixed w/Stnke Rate February 23, 2011
4,000,000 4,000,000 4 98% Iixed to Float March 23, 2011
5,000,000 3,000,000 4.947% Fixed w/Strike Rate August 29, 2011
5,000,000 5,000,000 4.6% Fixed w/Strike Rate January 30, 2012
5,000,000 3,000,000 3.51% Tixcd w/Strike Rate January 28, 2013
5,000,000 3.000.000 3.47% Fixed w/Strike Rate March 18, 2013
5,000,000 5,000,000 4.05% Fixed to Float August 20, 2014
$ 72,409,643 $ 68,651,125

Interest only is payable until maturity on all FHLIB advances except for the FHLB advances with matunty dates of August
20, 2007 and January 28, 2008, which require monthly payments of interest and principal. Collateral for all advances

includes all qualifving mortgages.
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NOTE 10 -- FHLB ADVANCES (CONTINUED)

The following is a summary of the principal pavments due on FHLB amortizing advances at December 31, 2006.

Original loan amount $ 4,000,000 % 2,500,000
Interest rate 2.79% 2.99%
Monthly payment (includes interest) $ 71,502 % 72,692
Numbcr of pavments 60 36
Maturity datc January 28. 2008 August 20. 2007
Principal pavments due December 31: 2007 % 843237 § 375.070
2008 71.336 -
Balance of loan at December 31, 2006 $ 914,573 & 575.070

In 2006, the Bank rencwed its line of credit with the FHLB in the amount of $30,000,000. The interest rate is variable
and was 3.44% at December 31, 2006, The line of eredit has an expiration date of Mayv 11, 2007, There was no balance
outstanding on the line of credit as of December 3 [. 2005, Also in 2006, the Bank sceured an additional line of credit
with the FHLB in the amount of $30,000.000. The interest rate is variable and was 5.43% at December 31, 2006, The
hine of credit has an expiration date of July 27. 2007, The outstanding balance on the line of credit as of December 3 1.
2006 is $4,920.000 and is included in FHLLB advances on the consolidated balance shect.

The Bank had maximum borrowing capacity with FHLB, including the line of credit, of approximately $3 13,018,000
and $301,914.000 at December 31, 2006 and 2005, respectively,
NOTE 11 -- INCOME TAXES

The provision for income taxes consists of:
Years Ended December 31,

2006 2005 2004
Currently pavable $ 2,397,251 $ 3.086.159 $ 2.643.614
Deferred (benefit) tax (361,814) (327.826) 184 511
Total h 2,035,437 $ 2.758.333 $ 2828125

The significant components of temporary differences for 2006, 2005 and 2004 are as follows:

Years Ended December 31,

2006 2005 2004
Provision for loan losses $ (409,958) § (329,752 % 153,231
Depreciation (42,236) (137.670) (14.169)
Pension 51,311 106.946 85.005
Deterred loan fees 4,752 8.533 15,825
Other 34,317 24117 {55.471)
Total S 361,814y % (327,826) % 184511
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NOTE 11 -- INCOME TAXES (CONTINUED)

A reconciliation of the federal statutory tax rate to the offcetive tax rate applicable to income betore income taxes is as
follows:
Years Ended December 31,
% of Pretax Income

2006 2005 2004
Provision at statutory rate 34.0 <4 34.0 % 34.0 %
Isttect of tax free income (8.9) (7.7) (6.3)
Other (5.7) (2.0) 4.0
Iittective tax rate 19.4 o 243 v 31.7 %

The deterred tax asscts and deferred tax liabilities recorded on the balance sheet as of December 31, 2003 and 2004 are as

tollows:

2006 2005
Deferred Tax Deferred Tax
Assets Liabilities Assets Liabilities
Provision for loan losses 8 1,621,548 $ - $ 1,211,390 $ -
Depreciation - 124,000 - 166.238
Pension expense - 374,624 - 342,998
Other 371,405 61,359 334,799 -
SFAS 115 34,151 - 546,500 -
Untunded pension cost 423,407 - - -
$ 2,450,511 S 559,983 $ 2,092,889 $ 509.236

NOTE 12 -- SHAREHOLDER RIGHTS PLAN

On November 18, 2003, the Board of Directors of the Bancorp adopted a Sharcholder Rights Plan. The Board declared a
dividend distribution of onc Right for cach outstanding share of common stock to stockholders of record at the close of
business on December 1, 2003, Each Right initially entitled the registered holder to purchase from the Bancorp common
stock worth $410 on the date of exercise, for a purchase price of $203, subject to adjustment.

Initially, the Rights will be attached to all common stock certiticates representing shares then outstanding, and no separate
Rights certificates will be distributed. The Rights will separate trom the common stock and a distribution date wilt occur
upon the carlicr of (1) 10 business davs tollowing a public announcement that a person or group of affiliated or associated
persons (an "Acquiring Person™), has acquired, or obtained the Right to acquire, beneticial ownership of 10% or more of
the outstanding sharcs of common stock ("stock acquisition date”) or (i) 10 business days following the commencement of
a tender offer or cxchange offer that would result in a person or group bencficially owning 10% or more of such
outstanding sharcs ot common stock.

The Rights are not exercisable until the distribution date and will expire at the close of business on December 1, 2013,
unless carlier redeemed or exchanged by the Bancorp.
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NOTE 12 -- SHAREHOLDER RIGHTS PLAN (CONTINUED)

In the event that at any time following the Rights dividend declaration date, a person becomes the beneticial owner of
10% or more of the then-outstanding shares of common stock, cach holder of a Right (other than Rights held by the party
trigeering the Rights and certain transferces which are votded) will thereatter have the right to receive, upon excreise,
common stock (or. in certain circumstances, cash, property, or other sccunties of the Bancorp subject to certain
limitations) having a value cqual to two times the exereise price of the Right. However. Rights are not excreisable
following the occurrence of the event set forth above until such time as the Rights are no longer redeemable by the
Bancorp.

NOTE 13 -- COMMITMENTS AND CONTINGENCIES

In the nomal course of business, there are various outstanding commitments and certain contingent habilitics which are
not reflected in the accompanyving tinancial statements. These commitments and contingent labilitics represent financial
imstruments with off-balance-sheet risk. The contract or notional amounts of those instruments were comprised of
commitments to extend credit approximating $83.356,000 and $104,269,000 as of Deeember 31, 2006 and 2003,
respectively, and approximate fair value.

The mstruments involve, t© varving degrees, clements of eredit and interest rate nisk in exeess ot the amount recognized
in the balance sheet. The same credit policics are used in making commitments and conditional obligations as for on-
balance-shect instruments. The amount of collateral obtained, 1f deemed necessary upon extension of credit, is based on
management's credit evaluation of the counterparty. The terms are tvpically for a one vear period. with an annual
renewal option subject to prior approval bv management.

Commitments to extend credit are agreements to lend to a customer as long as there 1s no violation of any condition
cstablished in the loan agreement. These commitments are comprised primanly of available commercial and personal
lines of credit.

The exposure to loss under these commitments is himited by subjecting them 1o eredit approval and monitonng
procedures. Substantially all of the commitments to extend credit are contingent upon customers maintaining specific
credit standards at the time of the loan tunding. Since many of the commitments are expected to expire without being
drawn upon, the total contractual amounts do not necessanly represent future funding requirements.

The Bancorp and Bank are involved in vartous legal actions from normal business activitics. Management belicves that
the liability, if any, ansing from such actions will not have a matenal adverse cffect on the financial position of the
BBancorp and Bank,

NOTE 14 -- CONCENTRATION OF CREDIT

The Bank primarily grants loans to customers in Western Pennsylvania, and maintains a diversified loan portfolio and
the ability of its debtors to honor their contracts is not substantially dependent on any particular cconomic business
sector. A substantial portion of the Bank's investments in municipal sceuntics are obligations of state or political
subdivisions located within Pennsyvlvania. As a whole, the Bank's loan and investment portfolios could be atfected by
the general ecconomice conditions of Pennsylvania. In addition. at December 31, 2006 and 2005, a significant portion of
the Bank's "duc from banks” and "federal funds sold” is maintained with two large financial nstitutions located in
Southwestern Pennsvlvania. The Bank maintains a cash balance and federal funds sold at tinancial mstitutions that
exeeed the $100.000 amount that is insured by the FDIC. Amounts in cxcess of insured limits. per the institutions'
records, were approximately $4,680,000 and $2,200,000 at December 31, 2006 and 2003, respectivel v,
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NOTE 15 -- EMPLOYEE BENEFIT PLANS
Defined Benefit Plans

The Bank maintained one non-contributory defined bencfit pension plan for its emplovecs prior to 1993 (Plan #1). In
1995. various plan assumptions were changed which resulted in a reduction in benetits for older and long-standing
emplovees. To compensate for this. a supplemental non-qualitied plan was installed for those employees so atfected
(Plan #2). The Bank’s funding policy is to contribute annually, an amount not to exceed that which can be deducted
for federal income tax purposes for Plan #1. Contributions are infended to provide not only for benefits attributed to
service to date but also for those expected to be camed in the future, Asscts for the plans are primanly invested in
U.S. Government obligations, corporate obligations, cquity sceuritics. and mutual funds whose valuations are subject
to fluctuations of the securitics' market,

In September 2006, the FASB issued SFAS No. 138, "Emplovers’ Accounting for Diefined Benetit Pension and Other
Postretirement Plans” (SFAS 138). The Bank adopted SFAS 158 prospectively on December 31, 2006, SFAS 158
requires that we recognize all obligations related to defined benefit pensions. This statement requires that the Bank
quantify the plans' funding status as an assct or a liability on our consoldiated balance sheets,

SFAS 138 requires that the Bank measure the plans’ asscts and obligations that determinge its funded status as of the
end ot the tiscal vear. The Bank is also required to recognize as a component ot other comprehensive income (OCIH)
the changes in funded status that occurred during the vear that are not recognized as part of net periedic benctit cost
as cxplained in SFAS No. 87, "Emplovyers' Accounting for Pensions.”

Bascd on the tunded status of its defined benefit pension plans as of Deecember 31, 2006, the Bank reported a
reduction to our OQCT of $821,908, an increase of $523.245 to acerued pension obligations, a decrease of $722,070 to
its prepaid pension account and an ncrease of $423.407 to the deferred tax assct account.

The actuarial measurement period of October 13, through October 14, was used to determine the components of the
net periodic pension cost and the financial disclosures for both plans. The actuarial measurement date ot October 15
was used tn determining the plans' liabilitics and assct information. The tollowing is a combined summary of the
plans’ components as of December 31, 2006, 20035 and 2004, even though the information has been compiled on the
basis of the actuarial measurement period.

2006 2005 2004
Change in Projected Benctit Obligation:

Bencfit obligation at beginning of vear $ 4,455,987 $  3.655.011 $ 3,331,336
Service cost 356,068 289,282 256,712
Interest cost 266,965 227,751 216,129
Actuanal loss due to settiements - - $.099
Bencfits paid (123,622) (73,069) (350,346)
Other — net (186,687) 357.012 [93.061

Benetit obligation at end of vear $ 4,768,711 $ 4455987 $  3.635.011
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NOTE 15 -- EMPLOYEE BENEFIT PLANS (CONTINUED)

Defined Benefit Plans (continued)

2006 2005 2004
Change in Fair Value of Plan Asscts:

Plan asscts at estimated

tair value at beginning of vear $ 3,348,241 $ 2,783,121 $  2.736.071
Actual retumn on plan assets, net of cxpunses 342,549 137,829 146,518
Plan settlements - - (42.197)
Benetits paid (123,622) (73.069) (330.346)
Emplover contributions 678,298 480.361) 293,275

I"air value of plan asscts at end of vear 3 4,245,466 $ 3.348.241 $  2.783.121
Funded status at end of vear (1) $ (523,245)  §  (1.107.746) % (871.890)
Unrecognized net loss from actuarial experience 1,388,289 1.706.791 1.352.122
Unrecognized prior service cost (128,914) {147.176) (163.438)
Unrecognized transition assct (14,060) (17.917) (21.774)
Ifteet of settlements - - (3.9%9)

Prepaid pension cost s 722,070 $ 433.952 $ 287.031

(1) After adoption of SFAS 1538 on December 3 1. 2006. these amounts are recorded and this reconciliation is no
longer required.

Amounts recognized in the consolidated December 31,
balance sheets consist of 2006 2005 2004
Prepatd benchit cost b 485057 § 1.043.094  § 713.304
Accrued benetit liability (523,245) - -
Accumulated OCI (821,908) - -

$ (860,096) $ 1.043.094 $ 713.304

In the months of December 2006, 2005 and 2004, the Bank contributed $612,708. $678.298 and $480.360
respecetively, to the plans subsequent to the actuarial measurement dates of October 15, 2006, 2005 and 2004.
Because these emplover contributions were paid after the actuarial measurement period ended. the Bank's prepaid
pension cost at December 31, 2006, 2005 and 2004 was $485.05 7.$1.043.094 and $713,304. respectively.
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NOTE 15 -- EMPLOYEE BENEFIT PLANS (CONTINUED)
Defined Benefit Plans (continued)
Amounts recognized in accumulated other

comprehensive income consist of:
December 31,

2006 2005 2004
Transition assct $ (14,0600 % - $ -
Pror serviee cost (128,914) - -
Net loss 1,388,219 - -
$ 1245245 § -5 -

The accumulated benetit obligation and information for
the pension plans consist oft
December 31,

2006 2005 2004
Projected benefit obligation $ 4,768,711 $  4.453.823 S 3,635,011
Accumulated benetit obligation h 3,622,820 $ 3.237.383 Y 2,673,106
Fair value of plan assets $ 4,245,466 $ 3,348.241 $ 2. 783,121

The incrementat cftect of applving FASH statement No. 158 on individual line items in the consolidated balance
sheet as of December 31, 2006, is as tollows:

Before After
Application of Application of
FASB No. 158 Adjustment FASB No. 158
Prepaid pension cost $ 1,207,127  § (722,070) $ 485,057
Deferred tax assct $ - $ 423,407 S 423,407
Accerued benefit Liability $ - $ {(523,245) ¢ (523,245)
Accumulated OCl $ - $ 821,908 S 821,908

The prepaid pension cost and deferred tax asset are included in other assets on the consolidated balanee sheets. The
accrued benefit Liability is included in accrued interest and other liabilitics on the consolidated balance sheets.

IBT Bancorp, $nc., 2006 Annual Report / 33




Notes to Consolidated Financial Statements / IBT Bancorp, Inc. and Subsidiary

Years Ended December 31, 2006, 2005 and 2004

NOTE 15 -- EMPLOYEE BENEFIT PLANS (CONTINUED)

Defired Benefit Plans (continued)

Net periodic pension cost included the tollowing
components:
Net Periodic Pension Cost

Serviee cost

Interest cost

Lixpected return on plan asscts
Amortization of prior service cost
Amortization of transition assct
Recognized net actuarial loss

Net peniodic pension cost

Years Ended December 31,

2006 2005 2004
356,068 289282 g 256.712
266,965 227.751 216,129

(270,003) (219.638) (206.976)
(18,262) (18.262) (18.262)
(3,857) (3.857) (4.098)
75,335 57.296 45.043
406,246 $ 332572 % 288.548

The tollowing is a summany of the estimated portion of the net periodic pension cost included in accumulated other
comprehensive income that is expeceted to be recognized durtng the vear ended December 31, 2007

Service cost

Interest cost

Expected return on plan asscts
Amaortization of prior service cost
Amortization of transition assct

Recognized net actuarnial loss

Nt periodic pension cost to be recognized

Weighted-average assumptions used to determine
both the benetit obligations and net periodic pension
costs were as follows:

Plan #1
Discount rate
Lxpected long-term retum on plan asscts
Rate of compensation increase

Plan #2
Discount rate
Expected long-term retum on plan assets
Rate of compensation increase

The interest rate assumption utilized for the plan valuation mcthods is 7%.

$ 356,489
285,737
(313,604)
(18,262)
(3,857)

50,617

s 357,120

Years Ended December 31,

20006 2005 2004
6.00% 6.00% 6.25%
7.00% 7.00% 7.00%

3.50% - 3.50% 3.50% - 5.50% 3.50% - 5.50%
7.00% 7.00% 7.00%
6.00% 6.00% 6.00%
3.50% 3.50% 3.50%

considering historical rates of return and the asset allocation mix of the plans,
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NOTE 15 -- EMPLOYEE BENEFIT PLANS (CONTINUED)

Defined Benefit Pians (continued)

Pension plan weighted-average asset allocations December 31,
by investment category are as follows: 2006 2005 2004

Cash and cash cquivalents 16% 6% 9%

Stocks 15% 18% 22%

Bonds 5% 9% 12%

Mutual funds 33% 36% 33%

Govermment sceuritics 31% 31% 24%
Total 100% 100% 100%

The Bank's pension plan funds are managed and held in trust by the Bank's Trust Division. The investment objective
and strategy tor investing plan asscts catls for a "Modcrate Growth Income Objective". This objective provides for a
preservation of the principal's purchasing power and moderate growth and income. The range of cquity exposure is
from 40 to 80 pereent and tixed income maturitics to 30 vears. The imvestment policies of the plan trustees prohibit
the use of derivatives. In addition, the plan assets are diversitied appropriately across different business seetions for
individual sccuritics and the plan trustees have further diversitied plan assets by maintaining an investment in mutual
funds.

Other Employee Benefit Plans

The Bank also maintains non-qualitied deferred compensation plans for certain directors, which are generally funded
by life insurance. Prior to 2002, premiums on those policics were paid for by the Bank. In 2002, the Bank clected to
pay those premiums with dividends accruing on the insurance policies. The present value of these benefits to be paid
undcr the programs is being accrued over the estimated remaining service pertod of the participants. The liability for
these future obligations was $616.930 and $602,118 at December 31, 2006 and 2003, respectively.

In addition. the Bank maintains a qualiticd 401{(k) - deferred compensation plan for cligible employees. The plan is
designed to provide a predetermined matching contribution by the Bank based on compensation deferrals by
participants in the plan. The Bank contributions. including administrative fees, tor 2006, 2005 and 2004 amounted to
$88.196, $80.561 and $77.362, respectively.

NOTE 16 -- RELATED-PARTY TRANSACTIONS
At December 31, 2006 and 2003, certain officers and directors of the Bancorp and the Bank, and companies in which
they have beneticial ownership, were indebted to the Bank in the aggregate amount of approximately $9.063.000 and

$8.257.000, respectively. During 2006, new loans to such related partics were approximately $1,901,000 and
repavments approximated $1.095,000.
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NOTE 17 -- DISCLOSURES ABOUT THE FAIR VALUE OF FINANCIAL INSTRUMENTS

The tollowing methods and assumptions were used to estimate the fair value of cach class of financial instruments for

which it is practicable to ¢stimate that value,

Cash and cash cquivalents: The carrving amount is a reasonable estimate of fajr value,

Certificates of deposit: The carrving amounts of these short term investments approximate their tair value.

Investment seeurities:
price is available, tair value is estimated using the quoted market price for similar securitics.

Federal Home Loan Bank stock:
restrictions on the seeuritics.

Loans reecivable:
tor sceuritics backed by similar loans adjusted tor ditferenees in loan characteristics.

For certain homogencous categories of loans, fair value is estimated using the quoted m
The tair value of other types of

The fair value of seeurities is equal to the available quoted market price. [f no quoted market

The carrving value of the FHLI stock is a reasonable estimate of fair value duce to

arket prices

loans is cstimated by discounting the future cash flows using the current rates at which similar loans would be made to

borrowers for the same remaining maturitics.

Deposit liabilities:
payable on demand at the reporting date.

The tair value of demand deposits, savings accounts and money market deposits is the amount
The fair value of fixed-maturity certificates of deposit is estimated by

discounting the future cash flows using the rates currently offered for deposits of similar remaining maturitics,

Short-term borrowings: The carrying amounts of borrowings under repurchase agreements are short-term borrowings

and approximate their tair valucs.

FIILB advances:
current FHILDB advance rates for advances with similar maturitics.

The estimated fair valuce of the Bancorp's financial instruments as of December 31, 2006 are as follows:

The fair value of FHLB advances was determined using a discounted cash flow analvsis be

1sed on

Carrying Fair
Amount Value
Financial Asscts:
Cash and cash cquivalents $ 19,954,648 $ 19,954,648
Certificate of deposit 3 100,000 S 100,000
Investment securitics s 221,249,369 S 221,249,369
Federal Home 1oan Bank stock 3 5,196,800 h 5,196,800
Loans receivable $ 467,720,508 s 471,887,819
Financial habilities:
Deposits $ 572472214 S 581,250,829
Short-term borrowings $ 27,416,559 $ 27,416,559
FHIB advances $ 72409643 § 74,028,364

The market values of investments. which are based upon quoted market prices, are contained in Note 2.
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NOTE 18 -- REGULATORY MATTERS

The Bank is subject to legal limitations on the amount of dividends that can be paid to the Bancorp. 'The
Pennsylvania Banking Code restricts the payment of dividends, generally to the extent of its retained camings.

The Bank is subject to various regulatory capital requirements administered by the federal banking agencies. Failure
to mect minimum capital requirements can initiate certain mandatory and possibly additional discretionary actions
by regulators that, it undertaken, could have a dircet matenial effect on the Bank's financial statements. Under
capital adequacy guidelines and the regulatory framework for prompt corrective action, the Bank must meet specific
capital guidelines that involve quantitative measures of the Bank's assets, habilitics and certain off-balance sheet
items as caleulated under regulatory accounting practices. The Bank's capital amounts and classification are also
subject to qualitative judgments by the regulators about components, risk weightings and other factors.

Quantitative measures established by regulation to ensure capital adequacy require the Bank to maintain minimum
amounts and ratios. as sct forth below, of total and Tier | capital (as defined in the regulations) to risk-weighted
assets, and of Tier 1 capital to average assets. Management belicves, as of December 31, 2006 and 2003, that the
Bank mects all capital adequacy requirements to which it is subjected.

The Bank's actual capital ratios as of December 31, 2006 and 2005, the minimum ratios required for capital
adequacy purposes, and the ratios required to be considered well capitalized under the Federal Deposit Insurance
Corporation Improvement Act of 1991 provisions are as follows:

Minimum Well
December 31, Capital Capitalized
2006 2005 Requirements Requirements
Risk-based capital ratio 14.6% 15.1% 8.0% 10.0% or higher
Leverage capital ratio 8.5% $.9% 3.0% to 4.0% 5.0% or higher
Tier | risk-based capital ratio 13.8% 14.2% 4.0% 6.0% or higher

Included in cash and due trom banks are required federal reserves of $7,943.000 and $7.450,000 at December 31,
2006 and 2003, respecttvely, for tactlitating the implementation of monctary policy by the Federal Reserve System.
The required reserves are computed by applving presenibed ratios to the classes of average deposit balances. These
rescrves are held in the form of due trom banks.

NOTE 19 -- STOCK OPTION PLAN

The Bancorp's Stock Option Plan authorizes the granting of stock options to directors and emplovees for up to
600,000 sharcs of common stock, given retroactive etfeet of the stock dividend deseribed in Note 21, The stock
option plan provides for a term of ten vears, atter which no awards can be made. Under the plan, the exercise price
of cach option equals the closing market price of the Bancorp's stock on the grant date, and an option's maximum
term is ten vears. Options constitute both incentive and non-mcentive stock options and are generally granted
annually in the month of May. Options granted to directors are vested immediately and are exercisable six months
from the grant date and options granted to ecmplovees gencrally vest over three vears.
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NOTE 19 -- STOCK OPTION PLAN (CONTINUED)

As of December 31, 2006. a total of 380.500 stock options have been granted, of which, 169,873 are vested and
exereisable. 61,000 have not vested, 124.556 have been excreised and 23,071 have been forfeited.

A summary of the status of the Bank's stock option plan is presented below:

December 31,

2006 2005 2004

Weighted Weighted Weighted

Average Average Average

Exercise Exercise Exercise

Shares Price Shares Price Shares Price

Outstanding at beginning of vear 174,542 § 1543 204,178 $ 1557 236,108 % 1547
Granted 80,500 § 1999 - - - -
Forfeitures (6,668) $ 24.41 - - (10,068) §  19.67
Exercised (17,500) $ 13.37 (29.636) § 13.3% (21.862) $ 12.68
(:)u[snmding at December 31, 230,874 § 17.30 174.542 § 15.43 204178  § 1357
IExercisable at December 3. 169.873 § 16.33 163.004 $ 15.38 | 7(),446 $ 14.36

‘The options outstanding at December 31, 2006, 2005 and 2004 had a wuighted-average contractual maturity of 5.68
vears. 5.74 vears, and 6,68 vears. respectively,

The fair value of cach option grant is cstimated on the date of grant using the Black-Scholes option-pricing model with
the following weighted-average assumptions:

December 31,

2006 2005 2004
Dividend viceld 5.50% None granted None granted
Lxpected life 7 years
Expected volatility 19.24%
Risk-free interest rate 4.90%
Weighted-average fair value § 245

Effective January 1. 2003, the Bank adopted the fair value recognition provisions of Statement of Financial Accounting
Standards (SI'AS) 123, Accounting for Stock-Bascd Compensation. prospectively to all emplovee awards granted in
2003. Awards under the plan vest over periods ranging from six months to three vears. Therefore. the cost related to
stock-based compensation included in the determination of net income for 2003 is less than that which would have been
recognized if the tair value bascd method had been applied to all awards since the onginal cffective date of Statement
123.
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NOTE 19 -- STOCK OPTION PLAN (CONTINUED)

The following table illustrates the cffeet on net income and carnings per share it the fair value based method had
been applicd to all outstanding and unvested awards in cach vear.

Years Ended December 31,
2006 2005 2004
Net income, as reported $ 8,455,692 $ 8.579.351 § 6,084,738
Add: Stock-based emplovee compensation expense
included in reported net income, net of related tax
cffects 26,273 39,034 39,034
Deduet: ‘Total stock-based emplovee compensation

expense determined under fair value based method for

all awards, net of related tax effects - - 85,525
Pro-forma net income $ 8,481,965 g 8.618.385 $ 6,038,247
Eamings per share:

Basic-as reported $ 143§ 1.45 ¢ 1.03
Basic-pro torma $ 1.44  §$ 1.46 3 1.02
Diluted-as reported $ 1.42 $ 1.44 3 1.01
Dituted-pro forma $ 1.43 $ 145 $ 1.01

Weighted-average number of shares outstanding, given retroactive ctfect of the stock dividend described in Note 21,
assuming dilution of exercisable stock options using the treasury stock method was 3,937,894, 5,964,900, and
6.010,734 for the vears ended December 31, 2006, 2003, and 2004, respectively.

NOTE 20 -- TREASURY STOCK

In 2006 the Bancorp repurchascd 16,385 shares of its stock for $667,100 and is being held as treasury stock. The
Bancorp did not repurchase any shares ot its own stock during 2005,
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Notes to Consolidated Financial Statements / |BT Bancorp, Inc. and Subsidiary

Years Ended December 31, 2000, 2005 and 2004

NOTE 21 -- CAPITAL STOCK

On October 17, 2006, the Bancorp declared a two-for-one stock spht on the Bancorp's capital stock, which was
ctected in the form of a 100 pereent stock dividend. One additional sharc will be issued tor cach share of capital
stock held by sharcholders of record as of the close of business on October 27,2006, New shares were distributed
on November 16, 2006, Par value will remain unchanged as $1.25. The number of shares issucd on November 16,
2006. after giving cttect to the split. was 5,965,119 (3.023.799 shares issued before the split).

NOTE 22 -- RECENT ACCOUNTING PRONQUNCEMENTS

In 2006, the FASB issucd FASB No. 155, Accounting for Certain Hyvbrid Financial Instruments - an amendment of
FASB No. 133 and 140, FASB No. 156. Accounting for Scrvicing of Financial Assets - an amendment of FASB No.
140. IFASB No. 157, Fair Value Measurements, FASB No. 158, Emplovers' Accounting for Defined Benefit Pension
and Other Postretirement Plans - an amendment of FASR No. 87. 88, 106, and 132(R). and FASB interpretation
("FIN") No. 48, Accounting tor Uncertainty tn Income Taxes. The Bank was most impacted by FASI No. 158
which requires an cmployer to recognize the overfunded or underfinded status of a defined benefit postretirement
plan as an asset or lability in its statement of financial position and to recognize changes in that funded status in the
year in which the changes oceur through comprehensive income. See Note 13 for impact of FASB 158 on Bancorp's
consolidated balance sheets. Management does not belicve that the other pronouncements will have a material
impact on the Bancorp's operations.
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Notes to Consolidated Financial Statements / IBT Bancorp, Inc. and Subsidiary

Years Ended December 31, 2006, 2005 and 2004

NOTE 23 -- PARENT COMPANY FINANCIAL INFORMATION

The condensed financial information for IBT Bancorp, Inc. as of December 31, 2006 and 2005 and for the

vears ended December 31, 2006, 2005 and 2004 is as follows:

BALANCE SHEETS

ASSETS
Cash n bank
Investment in subsidiary
Sceuritics available tor sale
Othcer asscts

Total Assets

LIABILITIES AND STOCKHOLDERS' EQUITY
Liabilities
Stockholders’ Equity

Total Liabilities and Stockholders’ Equity

STATEMENTS OF INCOME

Years Ended December 31,

December 31

2006 2005
$ 1,016,721 $ 522,780
61,110,750 60,002,071
205,243 294,163
248,346 261,979
$ 62,581,060 $ 61.080.993
$ - $ -
62,581,060 61.080.993
$ 62,581,060  $ 61.080.993

2006 2005 2004

Income

Dividends from subsidiary $ 7,100,000 $  5.650,000 $ 5900000

Other dividends 10,882 11.280 11.916

[nvestment sceurity gains - 120.744 87.333

[ncome from joint ventures 19,026 34,804 55.139
Expenses

Professional fees 118,074 105,943 97,126

Miscellancous 111,857 63.142 60,636
[ncome Before Income Taxes

and Equity in Undistributed Earnings of

Subsidiary 6,899,977 3,647,743 5.896.626
Equity in Undistributed

Earnings of Subsidiary 1,555,715 2,931,608 188.112
Net Income $ 8,455,692 $ B.579.35] $ 6,084,738

IBT Bancorp, Inc., 2006 Annual Report / 41




Notes to Consaolidated Financial Statements / IBT Bancorp, Inc. and Subsidiary

Years Ended December 31, 2006, 2005 and 2004

NOTE 23 -- PARENT COMPANY FINANCIAL INFORMATION (CONTINUED)

STATEMENTS OF CASH FLOWS

CASH FLOWS FROM OPERATING ACTIVITIES

Net income
Adjustments to reconcile net income to
net cash provided by operating activitics:
Net undistributed camings of joint ventures
Investment sceurity gains
Decrease in cash duc to changes
in asscts and liabilitics:
Lquity in undistributed carnings
ot subsidiarv

Net Cash From Operating Activities
CASH FLOWS FROM INVESTING ACTIVITIES
Distnbutions from joint ventures
Proceeds from sale of sccunitics
available for sale

Purchase of sceuritics available for sale

Net Cash From Investing Activities

CASH FLOWS FROM FINANCING ACTIVITIES
Dividends paid
Exceretsed stock options
Purchase of Treasury Stock

Sale of T'reasury Stock

Net Cash Used by Financing Activities

Net Change in Cash and Cash Equivalents

Cash and Cash Equivalents at Beginning
of Year

Cash and Cash Equivalents at End of Year
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Years Ended December 31,

2006 2005 2004
8,455,692 8.579.35] 6,084.738
(19,026) (34,805) (55.139)
- (120.744) (87.333)
(1,555,715) (2.931,608) (188.112)
6,880,951 5.492.194 5,754,154
24,085 23.116 56.365
154,311 185.899 168.033
(56,697) (4.783) (22.355)
121,699 204.232 202.043
(5,896,738) (5.438.036) (4.746.485)
(40,495) - -
(667,100) - (1.006.133)
95,624 - -
(6,508,709) (5.438.036) (5.752.620)
493,941 258.390 203.577
522,780 264.390 60.813
1,006,721 522,780 264.390




Notes to Consolidated Financial Statements / IBT Bancorp, Inc. and Subsidiary

Years Ended December 31, 2006, 2005 and 2004

NOTE 23 -- CONDENSED CONSOLIDATED SELECTED QUARTERLY FINANCIAL DATA (Unaudited)

Quarters Ended 2006

March 31 June 30 September 30 December 31

Interest income $ 9,418,342 3 9,871,783 3 10,358,604 10,744,002
Interest cxpense 4,010,646 4,392,961 4,853,163 5,257,168
Net interest income 5,407,696 5,478,822 5,505,441 5,486,834
Provision tor loan

losses 300,000 550,000 350,000 300,000
Non-interest income 1,844,553 1,858,549 1,939,668 1,706,592
Non-interest expense 4,037,663 4,217,532 4,275,458 4,706,373
Income before income

taxes 2,914,586 2,569,839 2,819,651 2,187,053
Income tax expense 604,147 384,418 668,466 378,406
Net income 5 2,310,439 b 2,185,421 b 2,151,185 § 1,808,647
Net income per Share of

Capital Stock $ 0.39 $ 0.37 $ 0.37 3 0.30

Quarters Ended 2005

March 31 June 30 September 30 December 31

Interest income $ 8.738,031 $ 3.814.344 $ 9.016.4453 9,202,482
Interest expense 3.126.624 3.280.426 3,516,174 3,758,562
Net interest income 5.611,407 5,533,918 5.500.271 5,443,920
Provision for loan

losses 300,000 300,000 300.000 300,000
Non-interest income 1,624,670 1,777,621 1,658,471 1,594,390
Non-interest expense 3,710,161 4,064,011 4,134,575 4,278,237
Income before income

faxes 3,225,816 2,947 528 2,704,167 2,460,073
Income tax expuense 901,770 621.685 665.927 568,951
Net income $ 2.324.146 $ 2.325.843 $ 2.038.240 $ 1.891,122
Net income per Share of

Capital Stock $ 0.39 $ 0.39 $ 0.35 $ 0.32
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IBT BANCORP, INC. CORPORATE PROFILE

IBT Bancorp, Inc. (the “Company™), a Pennsylvania corporation, s the bank holding companv for Inwvin Bank.
Invin Bank is the principal subsidiary of the Company.

[mwin Bank was incorporated in 1922 under the laws of Pennsvlvania as a commercial bank. The Bank is
headquartered in Inwvin, Pennsyvivania and conducts business through 6 full service branches, 3 supermarket
branches, 2 loan offices. and a trust office in the Pennsyvlvania countics of Westmorcland and Allegheny,
[rwin Bank is a diversitied financial services institution providing a broad range of commereial and retail
banking scrvices, as well as trust services to consumers and businesses. Deposits in Invin Bank are insured bv
the Federal Deposit Insurance Corporation (“FDIC”) to applicable limits.

Stock Market Information

The Company’s common stock is listed on the American Stock Exchange ("AMEX”) undcr the svmbol
“IRW”. As of March 1. 2007, IR Bancorp, [nc. had approximately 1,428 sharcholders of record and
5.965.119 shares of common stock outstanding.  The number of stockholders does not reflect persons or
entitics who hold their stock in nomince or “strect™ name through various brokerage firms

Price Range Cash Dividends
High ($) Low ($) Declared Per Share ($)

2006

First Quarter 20.62 18.62 (.25
Second Quarter 20.33 I8.92 0.25
Third Quarter 22.12 20.05 0.25
Fourth Quarter 21.82 2031 (1.25
2005

First Quarter 2413 21 .88 .23
Second Quarter 22.75 18.50 .23
Third Quarter 22.30 20.25 (.23
Fourth Quarter 2315 2025 (.23
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IBT Bancorp, Inc., Corporate Profile

The ability of the Company to pay dividends 1s dependent upon the ability of Irwin Bank to pay
dividends to the Company. Because Inwin Bank is a depository institution insured by the FDIC 1t may
not pay dividends or distribute capital asscts it it is in detault on any assessment due the FDIC.

Additionally, Invin Bank is also subject to certain federal and state banking regulations. Under Federal
Reserve Policy. the Company is required to maintain adequate regulatory capital and is ¢xpected to act
as a source of financial strength to Irwin Bank and to commit resources to support Invin Bank in
circumstances where it might not do so absent such a policy. The policy could have the effect of
reducing the amount of dividends declarable by the Company.

Stock Performance Graph

The following graph compares the cumulative fotal sharcholder retum on the Commeon Stock with (a)
the cumulative total sharcholder retum on stocks included in the Nasdaq Stock Market composit index
and (b) the cumulative total sharcholder return on stocks included in the Nasdaq Bank index, as
prepared by SNL Finaneial LC. All three investment comparisons assume the investment of $100 as of
December 31, 2001 and the reinvestment of dividends. The graph provides comparisons at December
31, 2001 and cach fiscal vear through December 31, 2006.

COMPARISOMN OF CUMULATIVE TOTAL RETURN

300 — —a&— IBT Bancorp, Inc. o I
—m— NASDAQ Composite
—a— NASDAO Bank

250 | ; T

200 |-

Index Value

150 -

100

‘?3131101 12/31/02 12/31/03 12/31/04 12/31/05 12/31/06
Period Ending
Index 12131/01 12/31/02 12/31/03 12/31/04 12/31/05 12/31/06
IBT Bancorp, inc. 100.00 135.91 218.73 182.99 161.08 175.16
NASDAQ Composite 100.00 68.76 103.67 113.16 115.57 127.58
NASDAQ Bank 100.00 106.95 142.29 161.73 158.61 180.53

There can be no assurance that the Company's future stock performance will be the same or similar to
the historical performance shown in the above graph. The Company neither makes nor endorses any
predictions as to stock performance.
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Annual Shareholders Meeting

The annual meeting of sharcholders of [B7T Bancorp, Inc.. will be held on Tuesday April 17, 2007 at 2:00 PM
local time, at the Inwin Masonic Hall. located at 417 Main Strect, Invin Pennsvlvania 15642,

Form 10-K

The Annual Report for the vear ended December 3 1. 2006 filed with the Sceuritics and Ixchange Commission
on Form 10-K, is available without charge upon written request. For a copy of the Form 10-K please contact:
Raymond G. Suchta, Scnior Vice President and Chicf Financial Officer, IBT Bancorp, Inc.. 309 Main Street.
Invin, PA 15642

Transfer Agent Independent Auditors
Registrar and Transfer Company Edwards Saucr & Owens. I.C.
Investor Relations 300 Warner Centre

10 Commeree Drve Pittsburgh. PA 15222

Cranford, New Jersey 07016-3572
1-800-368-5948

Special Counsel

Malizia Spidi & Fisch, ’C
901 New York Avenue. NW
Suite 210 East

Washington, D.C. 20001
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Employee Milestones, Promotions & New Hires

——

Without the hard work and dedication of its employees, Irwin Bank’s success would not be possible.
Irwin Bank holds an Employee Service Award Dinner annually to award and recognize the many years
of service of its Directors, Officers and Employees. In 2006 Sandra L. Hayden was recognized for her 25
years of service and Elizabeth A. Caruthers and Sheli L. Fyock were recognized for their 20 years of service,
Nancy . McCullough and Beverly A. Hahn both announced their retirements at this year's Awards
Dinner after serving 46 years and 42 years respectively. We are proud to honor these employees for
their many years of dedicated service to Irwin Bank. We are also pleased to recognize our officers who

achieved higher rank and those who joined Irwin Bank during the year 2006.

Left to right:

John N. Brenzia
Director

Thomas E. Deger
Director

Charles G. Hergenroeder
Director

Left to right:

Richard ]. Hoffman
Director

Robert Rebich, Jr.
Chairman

Richard L. Ryan
Director

Left to right:

Dr. Grant ). Shevchik
Director

Charles G. Urtin
President/CEQ

Robert €. Whisner
Director

{Not pictured, Directors Emeritus)
Thomas Beter, William D, Fawcett,
Sr., . Curt Gardner, Edwin A.
Paulene, Vincent V. Rodgers

Left to right:

Steven D. Landis
Assistant Vice President
Special Assets
Promoted: April, 2006

Linda D. Shaner
Vice President/Commercial Lending
Promoted: April, 2006

Alan V. DeMarchi

Vice President

Loan Administration Monoger
Hired: March 6, 2006




Irwin Bank Locations

BRANCH OFFICES

GREENSBURG (Triangle Dr.)
4 Triangle Drive
Creensburg, PA 15601
724-837-5000

GREENSBURG (PA Commons)
20 N. Pennsylvania Avenue
Greensburg, PA 15601
724-837-5000

MONROEVILLE
Haymaker Village
4580 Broadway Bivd.
Monroeville, PA 15146
412-858-4450

PENN TOWNSHIP
4021 Route 130
Irwin, PA 15642
724-744-2176

IRWIN ROUTE 30
9350 Route 30
Irwin, PA 15642
724.863-2510

WHITE QAK

Qak Park Mall

2003 Lincoln Way
White Oak, PA 15131
412-678-3000

g

IB}

Irwi
Bank

IN STORE LOCATIONS

FORT ALLEN

Inside Hempfield Shop N’ Save
4589 Route 136

Greensburg, PA 15601
724-853-8540

PENN CROSSING
Inside Giant Eagle
2000 Penny Lane
Jeannette, PA 15644
724-744-6111

QAK PARK MALL
Inside Giant Eagle
2007 Lincoln Way
White Oak, PA 15131
412-664-0984

MAIN OFFICE
309 Main Street
Irwin, PA 15642
724-863-3100

TRUST DIVISION

Suite 204

20 N. Pennsylvania Avenue
Greensburg, PA 15601
724-836-2010

- END

LOAN CENTER LOCATIONS

MAIN OFFICE LOAN CENTER
319 Main Street

Irwin, PA 15642

724.863-3100

MT. PLEASANT LOAN CENTER
445 West Main Street

Mt. Pleasant, PA 15666
724.547-2255

www.myirwinbank.com




